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THE third volume of Marx’s Capital, in two books, 
comprising nine hundred pages, has now appeared. Thus 
the remarkable work is brought to a conclusion.* This 
in externals, at all events; for in its inner and essential 
structure it has remained uncompleted. Engels, in his 
preface, describes the unsatisfactory state of the manu- 
script of the third volume, and the supplementary work 
which he has been compelled to undertake. As a rule, 
the beginnings of the seven main parts were worked out 
with some degree of care. But the further they went, the 
more sketchy and incomplete they became, until at the 


*It is true that, in the preface to the second volume, Engels announced 
his intention of publishing the historical and critical parts of a manuscript 
left by Marx, which, under the title Zur Kritik der politischen Oekonomie, was 
to form the fourth volume of Capital. In the preface to the third volume he 
again says that as soon as possible he will begin the fourth volume on the His- 
tory of the Theory of Surplus Value. Death has now prevented him from 
carrying out this plan. But, even if he had published such a posthumous 
work of Marx’s, it would hardly have been more than an appendix to the 
others, and in no sense a systematized part of the whole work. 
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close there were but fragmentary thoughts or memoranda, 
and digressions whose place in the text was still undeter- 
mined. The influence of bodily illness, which had ap- 
peared as early as 1864 and 1865, is often plainly visible; 
and to this it is to be ascribed that Marx was unable to 
give the last touches to the second and third volumes. 
Engels has retained Marx’s draft as fully as possible, and 
has exercised his editorial functions only to secure clear- 
ness of statement and propriety of style. In a few pas- 
sages, however, he has been compelled to bring the mat- 
ter into satisfactory form himself, or even to rewrite it, 
on the basis of Marx’s material and as much as possible 
in Marx’s spirit. Such passages are indicated by brackets, 
and so shown to be Engels’s work. Least completed were 
the chapters on Banking and on Money Capital, in the 
fifth part of the volume. Here, in the main, there was 
nothing more than unarranged material, memoranda, ex- 
tracts from official inquiries, with comments of Marx’s. 
Engels was finally compelled to give up the attempt at 
any set presentation, and had to content himself with sim- 
ply printing the existing material in as orderly a fashion 
as possible. It may be a question whether it was advis- 
able to swell the bulk of the volume, already considerable, 
by incorporating in it these extracts and undigested ma- 
terials. On the other hand, it may be taken for granted 
that the editorial changes and additions made by Engels, 
who more than any other has entered into the Marxian 
spirit, would have been ratified by the master. 

The initial volume of Capital appeared in its first edi- 
tion in 1867. It was a continuation, in a sense, of the 
Kritik der politischen Oekonomie, published in 1859. But 
the contents of this earlier essay were summarized in the 
first chapter of the new book, which accordingly was com- 
plete in itself. A second edition, described as an “im- 
proved” one, appeared in 1872; a third in 1883, after the 
author’s death. To this last edition Marx had been able 
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to give such shape as to make it a final and definitive 
statement of his views. The second volume was pub- 
lished by Engels in 1885, with no inconsiderable editorial 
labor. The bulk of the matter was indeed completed and 
arranged; but the exact language had not been settled. 
Some parts had been written out in extenso, others barely 
sketched. Of many passages there were two or more ver- 
sions. Marx had intrusted to Engels the task of “mak- 
ing something” of these materials. Engels conceived the 
task literally, and contented himself with selecting the 
best of the several versions, smoothing the style, and in- 
serting, where absolutely necessary, connecting and transi- 
tional phrases. His additions and revisions would hardly 
occupy ten pages of print, and were in all cases of a 
formal sort. The second volume may therefore be re- 
garded as coming almost exclusively from Marx himself, 
even though he would doubtless not have published it in 
the shape in which it appeared. The third volume, on 
the other hand, was but half drafted, and, as we have 
seen, called in much larger degree for editorial work from 
Engels’s pen. 


The first volume of Capital, as is well known, contains 
the investigation of the process of capitalistic production. 
Here are set forth the definitions of value and of goods, 
the conversion of money into capital, the production of 
- absolute and of relative surplus value, and the process of 
the accumulation of capital. In the second volume the 
process of the circulation of capital is taken up,—a proc- 
ess in which, according to Marx, neither value nor sur- 
plus value is created. Capital simply passes alternately 
through the forms of commodity-capital and of money- 
capital, in order to return, either with simple or swollen 
reproduction, into that form of productive capital which 
may be appropriate to the existing stage of production. 
The two processes, however, form one homogeneous move- 
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ment; and in the third volume the actual concrete forms 
are to be investigated, which develop out from this whole 
process of capitalistic production. In other words, the 
first two volumes discuss in the abstract, and as if they 
had an independent existence, things which in fact cannot 
exist independently. Marx wishes now to come closer: to 
reality, and to describe the shapes which capital assumes, 
as it appears in the interaction of the different sorts of 
capital, in the working of competition, and in the avery: 
day consciousness of the producing agents. 

To the capitalist surplus value appears in the end of 
profit; and for him the value of goods divides itself into 
cost + profit, or k+p. On the other hand, Marx’s origi- 
nal formula was w [value] =c+v-+m. Here ¢ represents 
what is needed to replace the so-called “ constant capital ” 
(raw materials, wear and tear of machinery) ; v stands for’ 
the “variable” capital needed for buying labor, — i.e., for 
wages; while m indicates the surplus value, which, ac- 
cording to Marx, is brought to the hands of the capitalist 
only through the use of the variable capital. The capi- 
talist, however, looks at the matter from his own point of 
view, and does not understand the mode in which the 
accretion of value really takes place, — “really,” that is, 
in Marx’s sense. To him it is immaterial whether his 
capital is used for buying materials or for paying laborers. 

He therefore refers surplus value to the total capital | 
advanced by him, c+v; and for him the rate of profit is 
expressed not by the rate of surplus value >, but by the 
rate of profit sze Profit and rate of profit are simply on 
the surface of “the phenomenon, while surplus value and 
the rate of surplus value are the hidden but essential 
objects of investigation. It is true, says Marx, that the 
instinct of the capitalist always brings him, even in the 
immediate processes of production, to some consciousness 
of the real nature of surplus value. So much appears 
from his “greed for the labor-time of others.” But the 
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direct process of production always passes over into the 
process of circulation, then again returning to the first 
named. Both processes intermingle, and so obscure their 
characteristic differences. Capital finally issues into en- 
tirely different surroundings, where not capital and 
labor, but capital and capital, stand opposed to each 
other, and the individuals appear simply as buyers and 
sellers. Profit thus appears to arise as much from the 
process of circulation as from that of production; and 
thus orthodox political economy is led to describe capital, 
side by side with labor, and separately from labor, as an 
independent source of surplus value. 

But this “ mystification of the relations of capital” goes 
further. It was a moment ago assumed that profit and 
surplus value were numerically the same, only conceived 
differently. With the individualist’s capital, however, this 
is not the case. With the more developed external mani- 
festation (Verdusserlichung) of the essence of things, profit 
and surplus value become quantitively different. Never- 
theless, Marx enters on a long casuistic investigation on 
the relation of the rate of profit to the rate of surplus 
value, and on the functional dependence of the quantities 
c, v, m, and p: all this under the assumption (not in 
correspondence with the reality of things) that in general 
profit and surplus value are equal. 

Not until the second part of the volume does Marx 
begin the examination of the concrete facts which appear 
on the surface of industrial life. Not till then does he 
remove the doubt which he has so far permitted to remain, 
as to the difference between the value of goods as con- 
ceived by him and their exchange value as seen in actual 
life. It might have been expected from the manner in 
which Marx, in his first volumes, deduced his conception 
of value from the equation one quarter wheat—=a cwt. 
iron, that he would mean by “value” normal exchange 
value, accidental disturbances being disregarded; for he 
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says that in these two commodities, which, notwithstand- 
ing their very different values in use, are set down as 
equal, there must be some element common to both. 
Apart from their value in use, there is but one common 
element, that of their being products of labor. They are 
things in which abstract indistinguishable human labor 
has been embodied ; and, as crystallizations of this com- 
mon social substance, they are “values.” Value is thus 
the common element which is expressed in exchange and in 
the exchange value of goods. Such is the carefully stated 
position of Marx in the first chapter of his first volume. 
In numerous other places he also expresses himself as if in 
actual trade commodities exchanged in proportion to their 
values ; i.¢c., as if value, in his sense, were proportional 
to the actual normal prices of commodities. But since the 
value of commodities, according to his doctrine, is deter- 
mined by the quantity of socially necessary labor, there 
is an obvious inconsistency between the doctrine and 
common experience. It is notorious that, in reality, com- 
modities do not exchange in proportion to the quantity of 
labor embodied in them. Two undertakings may employ 
the same number of laborers; but, if the one, requiring 
more buildings and machinery, has invested in it ten 
times as much capital as the other, the value of the yearly 
product of the two, even after making allowance for the 
necessary replacing of fixed capital, will unquestionably 
not be in proportion to the quantities of labor embodied. 
The price of the one will contain ten times as much return 
to capital as that of the other. 

Marx, of course, is as well aware of this fact as any 
orthodox economist. Already in his second volume he 
had referred to the dependence of the annual rate of sur- 
plus value on the turn-over of capital; but what he had 
to say in explanation of this “curious phenomenon” was 
so forced and so unsatisfactory that the reader was led to 
believe that he was keeping back some great discovery, by 
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which the relation between value as it actually appears 
and the quantity of labor embodied in commodities would 
receive new and surprising light. Engels, also, in the 
preface to the second volume stated the problem to be 
solved by Marx’s opponents in such terms as to create 
an expectation that some relation heretofore overlooked 
would be revealed. The world was to be shown how a 
uniform rate of profit would appear, not only without 
violation of the Marxian law of value, but in consonance 
with it. 

Several authors since then have engaged themselves on 
the task thus set, among them the present writer. It was 
clear that the price of individual commodities was not the 
same thing as their value, in Marx’s sense. It might 
indeed be said, on the other hand, that the value of all the 
commodities produced in any one year is measured by 
the quantity of labor embodied in them, and is propor- 
tional to the actual price of the total mass. But there is 
not much to be made of this proposition. Suppose that 
A signifies the total mass of normal labor embodied in the 
yearly product, L the average wages paid for this unit: 
then, doubtless, the price of all the products of any one 
year can be indicated by the equation P= A C L, C indi- 
cating a coefficient to be duly determined. According to 
Marx’s doctrine this coefficient, or, to be more accurate, 
the product C Z, must be constant in different years in 
which the quantity of labor exerted was of different vol- 
ume, so that for the total prices P, P’, P”’, it would 
appear that P: P’: P’....=A: A’: A”.... If it were 
statistically possible to verify these equations, it would 
probably appear that in a large community, over not too 
long a period, in which the methods of production and 
the proportion of fixed capital to wages capital did not 
greatly change, they were approximately accurate; but 
we learn nothing from them as to the relation of capital 
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In my endeavors at reaching an explanation of Marx’s 
theories I have therefore tried to solve the problem from 
Marx’s own point of view. The essence of the attempted 
explanation is that capitalists appropriate a portion of the 
sum of values which has been exclusively created by the 
laborers. This total sum A accordingly consists of two 
parts, Aa and Ac. Aa indicates the labor contained in 
the commodities that go to wages. Ac indicates that 
which creates surplus value, and is embodied in the com- 
modities that go to the capital class. If, now, we indicate 
the total prices of these two masses of commodities by 
the symbols Pa and Pc, whose sum is P, the following 
equations can be deduced as to the size and composition 


of the two masses : — 
Pa=AaCL 
Pe=AcCL 


CL here has the same value in both equations. Thus 
the values which appear in the actual prices of the total 
mass of wages commodities and the total mass of profits 
commodities would in fact be proportional to the quanti- 
ties of labor contained in the two. What is not true of 
the individual capitalist in relation to his single operations 
would yet be true of the capitalists as a class in relation 
to the laborers as a class. The capitalists compel the la- 
borers to produce surplus value; and this surplus value, 
as well as the share of the total value which goes to labor- 
ers, would be measured by the prices of those shares of 
the annual product which go respectively to capitalists 
and to laborers. In what manner the capitalist class then 
divides its total share among its individual members is 
a matter of indifference for the laborers. In fact, the 
capitalists bargain with each other on the basis of assign- 
ing to each one a share proportional to the amount of 
capital contributed by him. Land-owners are also capital- 
ists, in the sense in which the term is here used. They 
get their share on the basis of a capital credited to them 
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by a quasi-fictitious process, their rent being simply capi- 
talized. Similarly, those capitalists who do not directly 
employ laborers, such as merchants and bankers, get their 
share of the total of the surplus value on the basis of the 
capital owned by them. In the preface to the third vol- 
ume Engels remarks that this my exposition of the Marx- 
ian doctrine, though it by no means solves the problem, 
at least states it, if loosely and superficially, with reason- 
able correctness. 

We will proceed now to that solution, unattainable for 
the vulgar economist, which Marx himself gives in the 
second part of the third volume. It is the simple and ob- 
vious solution which every one who gives any attention to 
the problem first turns to, and then brushes aside because 
he must believe that there is something more beneath. 
The surplus values which the individual capitalists, under 
Marx’s doctrine, should divide in proportion to their vari- 
able capital, are all added together, and then compared 
with the sum of the constant and variable capitals. Thus 
an average rate of profits is reached, equal to the average 
of surplus value in its percentual relation to the different 
capitals composed in varying proportions of ¢ and v. 
Add now to the cost price of each commodity such profit 
as is called for by the average rate and the quantity of 
capital invested in the particular enterprise, and you have 
the actual price of the commodity. This differs in all 
cases more or less from its value as conceived by Marx. 
Therefore, some commodities, as he now explains, are sold 
for more than their value, others for less than their value. 
That the sum of the positive differences equals the sum 
of the negative differences, is not surprising. The differ- 
ences arise merely because individual surplus values differ 
from the average of surplus value, and it is a very simple 
theorem that the algebraic sum of the differences of any 
number of single quantities from their arithmetic mean 
is always zero. Two series of commodities may have the 
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same average value, yet the individual members of each 
series do not need to have any fixed relation to the indi- 
vidual members of the other series. There is, therefore, 
no fixed relation between the value cf commodities in 
Marx’s sense and the actual exchange values or prices of 
commodities. Marx does not even make an endeavor to 
explain any proportion or relation, such as the present 
writer tried to find, between the total prices and the 
total “values” of the commodities which go to laborers 
and capitalists respectively. He contents himself with 
the proposition that, for the sum total of commodities, 
variations of their prices from their values offset each 
other,—a conclusion which, as has already been said, fol- 
lows as a matter of course from the nature of the aver- 
age with which he starts. 

It is very simple, then, to lay it down as a mathemat- 
ical proposition that the separate rates of profit, as they 
appear in each branch of production according to the 
amount of constant or variable capital employed in it (the 
“organic composition” of capital), will result in some 
general average rate. But how this is carried out in the 
actual world Marx explains in a manner far from satisfac- 
tory. He simply refers to the forces of competition,— 
forces to which, as a rule, he gives little attention. The 
rate of profit is supposed at the outset to have been very 
different in different branches of production. Then cap- 
ital turns by preference to those in which it gets the 
large gains, and withdraws from those from which it 
gets the smaller. Prices, or exchange values, are thus so 
determined that every capital of the same size, no matter 
what its composition, gets the same average return. But 
the hypothesis on which this rests is quite untenable. 
The equality in the rate of profits (apart from accidental 
irregularities) is of the essence of capitalistic production. 
There never has been a social condition in which capital- 
istic methods of production and yet inequality in the rate 
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of profit caused by the different composition of capital 
have existed side by side. The equality of profits appears 
pari passu with capitalistic methods of production and in 
inseparable connection with them; much as, in the embryo, 
the circulation of the blood develops pari passu with the 
development of shape and form. 

Marx does not improve the situation by imagining a 
“capital of average composition,” which is made up of 
constant and variable capital in such manner that profits 
and surplus value become equal. Such a capital of aver- 
age composition is by no means an existing normal type. 
It is but the outcome of a simple arithmetical operation, 
which rests entirely on the addenda with which it starts, 
and has no effect whatever upon these addenda. If in 
any single branch of production, in consequence of the 
changes in the arts, the relation of ¢ to v becomes different, 
it follows very simply that there is a change in the aver- 
age composition of capital. If in any particular branch of . 
production the proportion of ¢ to v should be the same as 
the average proportion, this would be no more than an 
accident; and the equality would disappear the moment 
that in any other branch of production the existing rela- 
tion of ¢ to v should become different. The capital of 
average composition is a simple figment, and by no means 
furnishes, as Marx seems to think it does, any basis for 
measuring the variations in the rate among those 
branches of production where capital is made up in pro- 
portions different from the average. 

Value, as conceived by Marx, is thus a purely theoreti- 
cal conception. The thing is never to be found in real- 
ity, neither in the normal exchanges of commodities nor 
in the consciousness of the individuals who take part in 
these exchanges. The quarter of wheat and a cwt. of 
iron do not therefore exchange for each other, because in 
both of them there is the same quantity of jellified labor. 
The empirical derivation of his definition which Marx 
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gave in the first volume thus disappears. He has simply 
decreed a priori that the quantity of socially necessary 
labor embodied in a commodity shall be for him the meas- 
ure of its value. He admits that the actual prices, or, as 
he calls them, the production prices, of individual com- 
modities, do not conform to his law of value. Yet he 
wishes to preserve the validity of that law for the total of 
commodities produced, in which he cannot succeed, simply 
because there is no other quantum of commodities to be 
compared with this total mass. 

It may be asked why Marx clung with such tenacity 
to this imaginary and unreal conception of value. One 
reason, doubtless, is that this conception was the founda- 
tion of his analysis of capitalistic production; another, 
that he believed all economic theory to hang suspended in 
air unless it had a firm’ foundation in the equation, 
“value = jellified labor.” Having once laid down his 
law of value as the underlying principle of all economic 
phenomena, he thought it necessary to begin by deducing 
conclusions from it on the assumption that it held good 
literally in its pure and simple form. This task is under- 
taken in the first two volumes, in which the reader is 
intentionally left in doubt whether the formule do or do 
not hold good in concrete life. Occasionally, it is true, 
he intimates that, in his opinion, the phenomena are no 
more than “appearances.” Frequently he calls attention 
to his assumption that commodities are sold at their value ; 
in other words, that their “values” are represented by 
their exchange values, or prices. This by no means im- 
plies, as the reader may be led to suppose, that such a 
correspondence exists in fact. In his third volume he 
now tries to show what relation his ideal constructions 
have to the actual economic processes. His theory gives 
him one set of formule: experience presents another and 
a different set. There is no difficulty in reaching an 
arithmetical relation between the two, and deducing from 
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the total of surplus value the average rate of profit for the 
whole of capital. But this by no means proves that 
Marx’s law of value exercises any such decisive influence 
as he ascribes to it. It only shows that his hypothetical 
law can be logically reconciled to economic experience, 
provided that it is applied not to individual commodities, 
but to the total of commodities. 


We may now proceed to consider how Marx carries out 
his comparison between theory and the facts in other 
directions. It would be out of the question to follow him 
in his tireless casuistics, in which every possible combina- 
tion is worked out, much to the fatigue of the reader, and 
with no adequate reward for the pains. We may be con- 
tent with noticing some of the more important points. 

Most interesting is his treatment of the law of the ten- 
dency of profits to fall. The existence of this tendency 
has long been noticed by the vulgar economists, but Marx , 
believes that they have not been able to find a satisfactory 
explanation. His explanation is that, with the develop- 
ment of capitalistic production, constant capital always 
grows at the expense of variable; that is, for the same 
number of laborers larger and larger sums are devoted to 
machines and materials. Suppose that the constant capi- 
tal e100; that the variable capital v—100; that the 
rate of surplus profit ~ —1, or 100 per cent.: then the 
rate of profit is =", or 4g, or 50 per cent. Suppose now 
that ¢ is equal to 400, v and the rate of surplus value re- 
maining the same: then the rate of profit is $$$, or 20 
per cent. The more ¢ grows, other things remaining the 
same, the more must the rate of profit fall. Now, it 
appears that in all branches of production such a relative 
growth of constant capital in fact appears. This is the 
natural consequence of the increasing productiveness of 
labor, whose concrete effect it is that, with the increasing 
use of machines and fixed capital, more materials can be 
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converted in a given space of time into commodities by 
the same number of laborers. Hence the general ten- 
dency to a decline in the average rate of profit. 

Nevertheless, the still more rapid accumulation of capi- 
tal enables the total of profit going to capital also to in- 
crease. The absolute quantity of labor set into motion 
by capital and its exploitation will increase, notwithstand- 
ing the relative decline in the variable capital. Conse- 
quently, the absolute mass of surplus value will grow. 
For, according to Marx, it is of the nature of the capital- 
istic process that the increasing mass of means of produc- 
tion which are to be converted into capital shall find a 
corresponding increase, and even an excess, in the exploit- 
able population. As capitalistic production develops, the 
possibility of a relatively redundant number of laborers 
also develops; and this not because the productiveness 
of social labor decreases, but because it increases. Marx 
simply inverts Malthus’s proposition. The excess of la- 
borers arises not from a discrepancy between population 
and means of existence, but from a discrepancy between 
the steady growth of capital and its relatively diminished 
need for a greater population. 

The law that the rate of profit falls, while the absolute 
mass of profit rises, finds expression in another way. The 
prices of the individual commodities fall; but the sum 
total of profits contained in the prices of all commodities 
rises. Marx implies that the individual capitalist mis- 
judges the actual situation, believing that he can offset 
the decline in the price of the individual commodity by 
selling a larger quantity, and so getting higher gross 
profits. But this is not in correspondence with the facts. 
The proposition that the prices of single commodities fall, 
while the gains from the total sales rise, holds good only 
for capital as a whole. The individual capitalist lowers 
the price of his commodity only if he can thereby obtain, 
even though but temporarily, a rise in his individual rate 
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of profit. He does so only because he believes that by a 
quicker turn-over of the same capital he can get a higher 
per cent. of gain in the course of the season. In such 
cases each individual decides for himself what rate of 
profit he will aim to secure from every unit produced. 
But the decline in the general rate of profit on capital 
takes place independently of his volition. As a rule, in- 
dividual capitalists get no offset for the decline in the 
rate from the increase in the total quantity of capital. 
Either their capital does not increase at all or not enough 
to offset the decline in the rate of profit. Only a few 
great capitalists are able to maintain accumulation in the 
manner described by Marx. A very large part of the 
fresh accumulations of capital are made by new sets of 
small capitalists, whose savings are united into large 
masses through joint stock companies. 

Of course, the decline in the rate of profit cannot 
continue indefinitely; for then profit would disappear 
entirely, which would be inconsistent with the main- 
tenance of capitalistic production. Marx accordingly sets 
forth a number of reasons which check the tendency to 
a fall. The first of these is the “intensification of the 
exploitation of labor.” This appears more particularly in 
the lengthening of the working day and in the increased 
intensity of labor. Once more he lays emphasis on the 
lengthening of the working day,—‘“ this invention of 
modern manufactures, which has increased the volume of 
the appropriated surplus labor without increasing the ratio 
of labor to constant capital.” 

These words were written about 1865. Even then they 
were contradicted by a tendency distinctly visible in social 
development. At present they are simply an anachronism. 
In what great industry is it now conceivable that the 
working day should become longer? In all trades and in 
all countries the working day has been sensibly dimin- 
ished, and in some states a maximum working day already 
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exists by law. Much the same can be said of Marx’s 
account of the exploitation of the labor of women and 
children. The labor of children in factories has been very 
greatly limited by law in all countries. In Switzerland, 
Austria, and in most German states, children are not per- 
mitted to work in factories before the end of their four- 
teenth year; in the other German states, not before the 
end of the thirteenth year. In these countries such labor 
practically no longer exists. The labor of women, too, 
has been limited by law in most countries to ten or eleven 
hours. In short, that lengthening of the working day, 
which Marx’s casuistry so often refers to as a favorite 
device of the capitalists for squeezing out more surplus 
value, practically can no longer figure in the case. It is 
doubtless true that some increase in the intensity of labor 
has gone hand in hand with the diminished hours of work ; 
but surplus value has hardly been increased thereby, 
probably has not been kept at its former height. In this 
direction, therefore, we can find no noticeable check to the 
tendency of profits to decline. 

As another check, Marx adduces the greater cheapness 
of the constituents of constant capital. In consequence 
of the greater productiveness of labor the value of these 
constituents has not risen so much as their quantity. 
Industry on a great scale makes possible a more complete 
utilization of machines and other instruments of produc- 
tion, as well as a lessening of general expenses, and other 
savings in constant capital. Further, the decline in the 
rate of profits has been checked by forcing wages below 
the value of labor; which presumably means forcing the 
price of labor exertion below its value. This, however, 
would signify that wages no longer sufficed to yield to 
laborers the rate of wages determined by their standard 
of living, which can hardly happen except in times of 
severe crisis. Under normal conditions, reductions of 
wages are in our time almost impossible. Even under the 
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worst conditions, capitalists in many cases prefer to endure 
a diminution of their profits rather than enter upon a 
struggle with their organized laborers. How many corpo- 
rations maintain wages unchanged, even though the stock- 
holders —?.e., the capitalists — get no dividends? 

Marx, in fact, sees himself obliged to give to the capi- 
tal of corporations a place of its own. He believes that 
dividends are only a form of interest, and are lower than 
the average rate of profit. They stand outside the process 
by which this latter is determined. The greater the 
growth of corporation capital, the less the pressure which 
brings about the decline in the rate of profits. Conse- 
quently, Marx believes that the increasing development 
of corporations contributes not a little to maintain the 
average rate of profit. 

But this conception of the corporation and its effects is 
not consistent with the facts of the case. Such capital 
does not receive interest. It receives profits under the 
same conditions as individual capital. It is simply com- 
pelled to pay higher expenses for management, and some- 
times to submit to losses from carelessness and extrava- 
gance in administration. When a factory passes from the 
hands of an individual owner into those of a company, the 
relation of capital to labor remains unchanged. With 
the same number of laborers the amount and the rate of 
surplus value remain the same. Stockholders get the 
same rate of profit as the individual owner. They are by 
no means disposed to content themselves with simple in- 
terest on the capital; they wish to get as much surplus 
value as possible. The products of the factory compete 
with those of individual owners, and they affect the mar- 
ket and prices simply in proportion to the quantity they 
turn out. It is certain that the profits of stock companies 
—even though the stockholders suffer somewhat under 
the disadvantages mentioned a moment ago — have their 
share in the formation of the general rate of profits; and, 
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the greater the number of such companies, the greater 
their effect upon the rate. This effect, however, is by no 
means, as Marx says, to check the decline in the rate. On 
the contrary, it is, in my opinion, the chief cause of that 
decline. It is a familiar fact that corporations continue 
to produce under circumstances which would cause the 
individual capitalist to cease operations. In times of 
active speculation such companies are founded in large 
numbers, with little regard to the probable future re- 
action in the demand for their products. They cease 
operations, as a rule, only when their working capital and 
their credit have been exhausted. In manufactures, con- 
sequently, the increasing competition of corporations 
means that the considerations which affect the individual 
capitalist no longer are decisive. The prices of products 
are kept low, and so the profits of individual capitalists 
and the general rate of profits are lowered. There are 
already branches of production in which the capital of 
the corporations exceeds that of the individual operators, 
and in future the actual results of capitalistic production 
will have to be judged more and more by their ex- 
periences. 

Marx enumerates still another check to the decline in 
the rate of profits. This is the relative overpopulation 
which he believes the capitalistic method of production 
ever to create anew. The labor which is set free by the 
steady growth of constant capital in some branches of 
production finds employment in others in which human 
labor still preponderates. In these latter constant capital 
becomes in its turn preponderant only by a gradual proc- 
ess. Further, capital which is invested in foreign trade 
can secure a higher rate of profit; for an advanced coun- 
try can sell its commodities for more than their value in 
countries which are less developed, and this even though 
it sells its commodities at prices which are low in compar- 
ison with those ruling in the less developed country. In 
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this manner the average rate of profit in the first country 
is again affected favorably. 

Marx then proceeds to consider the inherent inconsist- 
encies which develop from the law of declining profits. 
Yet, curiously enough, he gives no attention to an incon- 
sistency which, from his own point of view, presents itself 
on first inspection. If value arises exclusively from the 
labor which is bought with variable capital, and if the 
profit of capital arises only from the appropriation of a part 
of the value created by labor, how is it to be explained 
that capital constantly shows the tendency to displace 
human labor,— the one value-creating thing,— and to sub- 
stitute inanimate means of production which have no 
capacity to produce value? If the capital of a country, in 
consequence of the introduction of better machines, em- 
ploys three million laborers in place of six millions, then, 
according to Marx, only one-half of the previous amount 
of value is created. Capital has diminished its gains, 
not only relatively, but absolutely; and its improvements 
have been to its own detriment. Marx never put the 
question in this precise form, but here and there in his 
later exposition there are passages which may serve to 
answer it. He notices in the first place a conflict between 
the immediate exploitation of labor,—the absorption of 
_ unpaid labor by capital,— and the conditions for the reali- 
zation of surplus value, which can take place only by the 
sale of the product in the open market. Here the capital- 
ists encounter the obstacles arising from the existing con- 
ditions of distribution. By these the consuming capacity 
of the great mass of the population is so limited that the 
commodities which come to market can sometimes be sold 
only at a loss. In fact, there is a conflict in a wider sense. 
Capitalistic production brings a tendency to an absolute 
development of the means of production. On the other 
hand, it endeavors to maintain the value of existing cap- 
ital, even to increase it. The increase in the productive- 


4 
= 
3 


20 QUARTERLY JOURNAL OF ECONOMICS 


ness of labor causes an increase in the quantity of useful 
things, but leads at the same time to a diminution in their 
value. It is to the interest of capital, however, to secure 
the greatest turn-over and the greatest possible gain. Cap- 
italistic production is thus an historic means of increasing 
the instruments of production in such manner as is neces- 
sary for the satisfaction of the wants of the community. 
On the other hand, there is a perpetual conflict between 
this, its historic mission, and its more immediate aim to 
secure the greatest return from the capital on hand. At 
the same time the capital on hand at any given time is 
exposed to steady depreciation because of the steady im- 
provements in machinery and the continued cheapening 
of all the constituent elements. True, the decline in 
profits is hereby checked; but at the same time the forma- 
tion of new capital is stimulated, and accumulation is 
hastened. 

There is, again, an inherent inconsistency in the fact 
that overproduction of capital and excess of population — 
therefore incomplete employment of the laborers — can 
coexist. In such cases there is by no means absolute over- 
production of the instruments of production. They are 
redundant only in so far as they are appropriate to be used 
to advantage as capital. The excessive population of 
laborers is no longer applied to the redundant capital ; for 
the swollen capital would yield only as much surplus 
value as the original capital, perhaps even less. The ex- 
planations which Marx gives of the periodicity of crises, 
and on other related topics, are of great interest, but must 
here be passed over. 


The fourth part of the book treats of the transformation 
of commodity-capital and of money-capital into commod- 
ity-trade-capital and money-trade capital. The division of 
labor gives to the capital which is employed in the proc- 
ess of circulation a function which in externals is com- 
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plete and independent. That function is put in the hands 
of a special class of capitalists, the merchants and bankers. 
Now, the labor which is employed in the process of circu- 
lation — setting aside that directly applied to transporta- 
tion — produces neither value nor surplus value. Conse- 
quently, the profit secured by mercantile capital has no 
independent source: it is simply a portion of the surplus 
value which is created for capital as a whole in the 
process of production. The true producers have trans- 
ferred a part of the functions necessary for the utilization 
of their products to the merchants, and must therefore 
cede to them a share in surplus value proportionate to the 
capital of the merchants. Strict consistency would then 
require Marx to admit that the profit of merchants does 
not arise from the exploitation of the laborers directly 
employed by them, —the clerks, porters, and soon. But 
he cannot bring himself to this view. The unpaid labor 
of the clerk, he says, does not indeed produce surplus 
value ; but it enables the merchant to appropriate surplus 
value, and thus is a source of profit for him. Without his 
help mercantile business could not be undertaken on a 
large scale, and therefore not in true capitalistic fashion. 
It is obvious, however, that there is no relation between 
the gains of a merchant or banker and the labor of his 
employees. Those gains depend upon the money turn- 
over. As arule, no more correspondence and office labor 
are required to dispose of a transaction of a thousand 
dollars than to dispose of one of ten thousand dollars; and 
there is no more labor involved in discounting a note for 
one hundred thousand dollars than in discounting one for 
ten thousand. Yet the profit in the one case is ten times 
as great as in the other. If a merchant with a capital of 
a million makes profits of a hundred thousand, he owes it 
simply to the fact, which Marx himself has fully explained 
in an earlier passage, that his advances of capital have en- 
abled him to secure a portion of the surplus value created 
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in the course of production. His clerks render him ser- 
vices towards the attainment of his share of the surplus 
value, but their number is always comparatively small. 
If he really does pay them too little, he saves at best only 
a few thousands, which represent but a small fraction of 
his total gains. 

The fifth part considers the division of profits into in- 
terest and so-called earnings of management. This topic 
is explained by Marx on lines essentially similar to those 
of traditional economics. Capital gets its total gain out 
of the process of production; but, if the active capitalist is 
not owner of the entire capital, he must give some share 
of the gains to the partner who has lent him capital. 
That share, agreed upon beforehand, at so much per cent 
on the loan, is interest. The chapters on credit, on money- 
capital, on banking, on the circulating medium, contain in 
part no more than collections of material out of English 
parliamentary inquiries. The frequent marginal notes to 
these are caustic, and often hit the mark. ‘There are also 
many noteworthy contributions to the theory of money 
and of banking, which are of value quite apart from the 
author’s socialistic point of view. 

The subject of the seventh part is rent. Capitalistic 
production has in the main put an end to the old forms 
of property in land, and to the conditions of lordship and 
serfdom which arose from them. Agricultural production, 
like other production, has turned to salable commodities ; 
and the rent of land has become a money rent. The final 
source of the rent of land is again the surplus labor em- 
bodied in agricultural products. But the surplus value 
goes only in part to capital as such. A part is “ capt- 
ured” by the land-owner. Moreover, with the develop- 
ment of agricultural products as “ values,” the land-owners 
secure the power to appropriate an increasing proportion 
of the value which is created without aid from them; and 
they transform it into rent. 
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Marx distinguishes between differential rent and abso- 
lute rent. The former arises, as a rule, from the fact that 
the possession of certain sites (mines, waterfalls being also 
such) makes it possible to produce some commodities at 
a lower cost price than that which determines the market 
price. The owners of these sites are thus able to secure 
an extra profit, which competition cannot take away from 
them, because land of the superior quality exists only in 
limited quantity. They thus possess a relative monopoly. 
The differential rent thus arising appears, according to 
Marx, in two forms. In the first form it is the result of 
the different productivity of the same capital when ap- 
plied to pieces of land of different fertility; while in the 
second form it arises when quantities of capital are applied 
successively to the same piece of land, with different 
degrees of productiveness. In fact, however, rent appears 
in this second form only with great irregularity and under 
peculiar conditions. To prove its truth, every dose of 
capital applied to the land would have to be shown to 
yield a permanent and constant increase in the yield. 
But the effect of agricultural improvements is in very 
many cases a diminishing one, and endures only for 
a shorter or a longer period. Even granting, therefore, 
that the last dose of capital usually brings a smaller in- 
crease in the yield than the first dose of capital brought 
when originally applied, it does not follow that the cap- 
italist still secures from the first dose the same yield as at 
the outset. It does not follow, therefore, that the higher 
price of each unit of product, which was a condition of 
the last improvement, still yields him a differential rent 
on the earlier improvement. 

Absolute rent arises from the simple fact that the land- 
owner is able to withhold his land from production until 
some use of it appears which will yield more than the or- 
dinary return on capital; that is, will yield rent. Even 
though the price of agricultural produce should rise so 
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high that the ordinary return on capital could be secured 
even on the very worst land, the owner, nevertheless, does 
not put that land at any one’s disposal without rent. He 
lets it only when he can get a rent; that is, when the price 
of agricultural products has gone still higher. Ricardo, 
unquestionably, was not aware of this fact. But then Ri- 
cardo assumed tacitly that there was always some unappro- 
priated excess, such as exists in newly settled countries, 
of the land which for the time being was of the poorest 
class. Marx now endeavors to show that, as a rule, this 
absolute rent does not arise from a simple monoply price 
in the products, and that it is not independent of the 
“values” of these products. It can arise, he says, only 
when the proportion of constant capital to variable capital 
is less in agricultural operations than in other applications 
of capital. In such case the “value” of the product, 
measured by the labor embodied in it, is greater than its 
cost price. But the refusal of the owners, desirous as they 
are of a rent, to permit the application of capital to unoc- 
cupied land, causes the market price of products to exceed 
their cost price. Market price thus approaches more or 
less closely to the real “value” of the product. Until it 
has reached this real value, there is no monopoly price. 
The land-owners are simply able by means of their monop- 
oly to appropriate a part of the excess value produced in 
agriculture, and this appropriated surplus value does not 
enter into the process by which surplus value is equalized 
as average profit. A true monopoly price, determined 
simply by the needs and the means of the purchasers, does 
not arise until the market price goes above Marx’s 
“value” of the product. It is difficult to find much 
practical significance in these distinctions, when once it is 
remembered that the “average composition” of capital 
is simply an arithmetical conception, and has no substan- 
tial existence. 

Space lacks for a consideration of the interesting pas- 
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sages on the genesis of rent, and on the forms which this 
assumes as labor rent, product rent, and money rent. 
Similarly, in regard to the fragmentary concluding part, 
which treats of revenues and their sources, we may con- 
tent ourselves with noting that it attacks as fundament- 
ally false the dogma that the value of commodities re- 
solves itself in the last instance into wages, profits, and 
rent. For myself Iam of opinion that, when due allow- 
ance is made for the half-finished commodities which each 
period of production receives from that which precedes it, 
and in turn passes on to that which follows it, this dogma 
will be found to be confirmed by experience. 


As Marx planned his work, it was to be finally brought 
to a close in a fourth volume. But of this not even a 
first sketch seems to have come into existence. Capital 
thus remains a torso. Even as such, however, it is a 
product of perhaps the most intense intellectual exertion 
which any thinker has ever devoted to the investigation 
of economic phenomena. By this it is not to be under- 
stood that Marx has found the right solution even for the 
main problems. Nor can it be said that his intellectual 
work, scattered as it was over too many separate ques- 
tions, always secured a result corresponding to the inten- 
sity of the exertion. But it is certain that, differ as we 
may as to his practical socialistic tendencies, he is to be 
assigned a foremost place among the theorists of economic 
science. In method and in cast of mind he most resem- 
bles Ricardo. The fundamental views of Ricardo, in fact, 
supplied him with the points of departure for his own sys- 
tem, which can be said to be in essentials a development, 
in a sense strictly logical, of Ricardo’s thoughts. Again, 
notwithstanding the great difference in the outcome, there 
is a resemblance in their modes of conceiving economic 
phenomena between Marx and Quesnay. That writer, 
with Adam Smith and Ricardo, is among the few econo- 
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mists of whom Marx speaks with respect. The manner 
in which Marx in his second and third volumes groups the 
individual economic phenomena into great social masses 
reminds one of the Tableau Economique. Even more 
striking is the analogy between Quesnay’s produit net and 
Marx’s surplus value. Both investigators ask, how does 
the division of the total yearly product take place between 
the classes who produce and the classes who do not pro- 
duce? Quesnay declares that only the labor which is de- 
voted to agricultural operations is “productive.” Here 
alone the aid of nature enables a surplus to be secured 
over what is consumed by the agricultural undertaker and 
laborer. That surplus becomes the produit net, which then 
becomes the income of the disposable class, or land-owners, 
and the income of the sterile class, the manufacturers and 
merchants. According to Marx, all socially necessary 
labor is productive in the sense in which the Physiocrats 
used the word. It produces more than what is necessary to 
support the laborer. Such labor is performed only by the 
actual laborers, irrespective whether employed in agricult- 
ure or in manufactures. The surplus value produced by 
the laboring class goes to the capitalist class, which is not 
productive. To that class belong not only the manufact- 
uring and trading capitalists, but also the rent-receiving 
land-owners and the owners of agricultural capital (except- 
ing so far as these last may take some part in productive 
labor). Marx himself says of the Physiocrats that agricult- 
ural capital was believed by them to be alone produc- 
tive of surplus value; they therefore concluded, rightly 
enough from their point of view, that only the labor 
which was set in motion by agricultural capital was pro- 
ductive. They deserve praise for going beyond the 
superficial form of trade capital, which operates only in 
the process of circulation, and proceeding to really produc- 
tive capital. Nay, it is even true that all creation of sur- 
plus value has its natural basis in the productiveness of 
agricultural labor. 
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Marx’s economic theories can be judged quite apart 
from his socialistic tendencies. They could be presented 
in the form of an analysis of things as they actually are, 
without giving any offence to capitalists or arousing 
among laborers any hostility to the capitalistic method of 
production. Marx professedly sets aside, as props for his 
system, all considerations of morals or of justice. He 
cannot refrain, it is true, from giving his conclusions an 
ethical turn, by the expression of his antipathy, his 
hatred, for existing conditions. When he speaks of “ the 
bleeding of the laborers,” “the greed of manufacturers for 
unremunerated labor,” “the capitalist’s preying instincts,” 
“the booty squeezed from the laborers,” there can be no 
doubt as to the state of mind in which he writes, and 
which he is likely to arouse in his readers. The actual 
position of the laborers in their relations with capitalists 
was not presented in any more comforting light by 
Ricardo than by Marx. But Ricardo simply leaves the . 
impression that matters are arranged, not indeed so as to 
be particularly agreeable for the laborers, but at all events 
in a feasible and unalterable working order. C'est le ton 
qui fait la musique. 

It would be quite possible to retain Marx’s theory as to 
the profits of capital and at the same time to describe the 
capitalist, in the manner of Bastiat, as a philanthropist 
who exchanged services with his brothers, the laborers. 
It is unquestionable that there exists in society a class of 
persons who do not work and who yet receive a share of 
the goods produced. It follows, as a matter of course, 
that their share is the product of the labor of others. 
But it does not follow that this share gets into the hands 
of the non-laborers without any quid pro quo from them. 
If I let a house to another person, and take rent from him, 
no one regards the tenant as a victim of my exploitation. 
It is simply assumed that he finds in the privilege of 
using the house a complete equivalent for what he has 
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paid. But if I put my factory, my machines, and my raw 
materials at the disposal of the laborer, and thereby en- 
able him to earn something by labor which otherwise 
would be useless, I again render him a service; and it 
would seem to be just that he should render me a service 
in return. It is immaterial whether the transaction takes 
the form of rent, or interest, or the ordinary machinery of 
wages payments, in which the capitalist takes the addi- 
tional risk of disposing of the product. Of course, the 
socialists will protest against this very mild conception of 
the part played by the capitalists. They will declare it 
an unendurable social wrong that the laborer is unable to 
bring his labor to bear without entering into a condition 
of dependence upon the capitalist. The capitalist, they 
will say, does not simply offer the use of his means of pro- 
duction. He mercilessly exploits the economic advantage 
which the existing social order gives him. The laborer is 
divorced from the means of production. Without them he 
he is helpless, even in danger of starvation. Whether this 
version of the case or the more optimistic one is accepted 
must be largely a matter of temperament and individual 
interest. Thus, even if the Marxian theory of existing 
economic conditions were completely adequate, it could 
form as easily the basis of a theory of economic harmonics, 
like Bastiat’s, as that of socialistic attacks on capitalist 
production. 

This, to be sure, is true only if we consider the the- 
ory as a simple scientific analysis of existing conditions. 
But it contains in addition a distinctly socialistic fer- 
ment. Marx, as is well known, is a Hegelian. He sees 
in the economic development of mankind a dialectic 
process. In this the ideas that unfold do not indeed 
spring from any metaphysical source, but from the minds 
of man; yet in their evolution they follow the Hegelian 
scheme of thesis, antithesis, and synthesis. Therefore, 
Marx concludes that the capitalistic system of production 
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is nothing absolute: it is but a temporary phase of evolu- 
tion, having only an historic justification. It creates of 
necessity a conflict within itself, which steadily becomes 
more intense until destruction ensues. A new and higher 
phase of evolution develops, superseding the earlier one. 
In an earlier passage reference has already been made to 
this conflict. It arises from the tendency, innate in capi- 
tal, towards an increase in productive power, which is in 
steady conflict with the more circumscribed aim of secur- 
ing profitable employment for capital. 

Now the bourgeois economist will say: Conflicts and 
difficulties, such as arise from overproduction, depressed 
prices, and the eventual crisis, are simply results of the 
imperfection of all things human. They can never be 
completely removed, but a good deal can be done to miti- 
gate them. Marx answers: These difficulties are not 
accidental or temporary. They are the manifestations 
of an irresistible evolution, which eventually will burst 
the bonds of the existing régime, and will produce of ne- 
cessity a different form of production. In this the indefi- 
nite development of productive power will no longer be 
dependent upon capital, but will be desired in itself as a 
means of securing an ever more abundant satisfaction of 
the wants of the producing community. What shape this 
new system shall take Marx does not say. Nor indeed is 
there occasion to borrow trouble on this score. The de- 
velopment of the immanent social ideas takes place inde- 
pendently of the consciousness or will of the individual. 
Marx believes, to be sure, that the consummation will not 
be reached without revolutionary means. There will be a 
conflict, man to man. But such incidents cannot affect 
the direction or the end of the process of evolution. 
Marx simply deigns to give no answer to the every-day 
economist who is so weak-minded as to fear that the con- 
flict might lead to anarchy, to reaction, to a collapse of 
civilization. 
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These views of Marx’s are closely connected with his 
materialistic conception of history. The political consti- 
tution of the state, and indeed every phase of social life, 
are believed by him to depend on the economic system. 
It is not the state which determines the economic system. 
The reverse is the case. The state hitherto has been 
simply the organization of the class rule of the time being. 
If one class succeeds another as the dominant one,—as 
the middle class of modern times has taken the place 
of feudal nobility,—a corresponding change takes place 
spontaneously in political forms; and the whole intellect- 
ual life of society takes a different stamp. An end to this 
process will not be reached until the proletariat gains its 
victory. Then every form of class rule will cease, and 
the historic part which the State has hitherto played will 


be set aside. It is not to be denied that the division of 


economic power and the organization of the State are 
closely connected in history. Nevertheless, Marx’s view 
is as one-sided as that which supposes the individual to 
be influenced in his economic dealings solely by egoistic 
motives, and disregards all other mvtives and passions. 
Value, again, according to Marx, is a conception which 
lies beneath the surface of the phenomena, and controls 
the process of production even in its present form, even 
though it does not appear approximately in visible expe- 
rience, nor emerge in the every-day consciousness of the 
productive agents. Marx’s “ value” is of his own creation, 
and is by no means coextensive with value as psychologi- 
cally conceived. We say that a thing has value when it 
is useful, and at the same time cannot be secured with- 
out some difficulty, some sacrifice, some exertion. We 
measure value according to the degree of this difficulty of 
attainment. The inconvenience or discomfort of over- 
coming the difficulty of attainment can at the most equal, 
but can never exceed, the pleasures derived from the pos- 
session of a commodity, supposing, of course, that it is 
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a question of its fresh acquisition. Now, beyond doubt, 
the labor necessary for producing a commodity is an im- 
portant element, often the most important element, in its 
difficulty of attainment. But it is not the only element. 
Even setting aside those cases (of no great practical im- 
portance) in which there is a natural scarcity not to be 
overcome by labor, the conditions of private property in 
many cases create an artificial scarcity, so to speak, for 
such persons as neither possess the commodities nor have 
the means for producing them. Thus the price of com- 
modities goes beyond their cost price, in consequence of 
the ownership of the means of production by a compara- 
.tively small number of persons, whose competition does 
not go to the point of preventing them from securing a 
return on their capital. 

So far as the individual is concerned, it makes no dif- 
ference in the production of commodities whether their 
difficulty of attainment arises from a needed exertion of 
labor or from the conditions of private property. But, 
from the point of view of the community, these two fun- 
damental causes of value are by no means the same. 
From this point of view, labor alone is an absolute objec- 
tive sacrifice, in return for which an objective equivalent 
appears for the community in the commodities produced. 
But the subjective causes of value which arise from the 
conditions of property, while they inure to the advantage 
of some and the disadvantage of others, bring for the 
community neither an increase in its sacrifices nor an in- 
crease in its objective possessions. When the owner of a 
spring of water, by virtue of his right of property, sells the 
water to a thirsty soul for a price, the water, doubtless, has 
value ; but the buyer has lost in value as much as the seller 
has gained. An objective new commodity has not been 
created; for the buyer would have quenched his thirst 
even if the spring had been free for all. Considerations 
of this sort justify the proposition that, for the community, 
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labor, and in fact socially necessary labor, as conceived by 
Marx, is the basis of value. Value in this sense, or social 
value as we may call it, is, then, a conception which we 
deduce from the proximate phenomena. But it is by no 
means, as Marx assumes, a conception which controls and 
determines the empirical forms of value. Marx’s concep- 
tion of value and of surplus value was a convenient in- 
troduction for his analysis of capitalistic production. It 
enabled him to make the analysis neatly, in a mathe- 
matical sense, and so was peculiarly effective for his prac- 
tical purposes. But the facts of social life cannot be re- 
duced to such a simple scheme ; while the immanent social 
laws which Marx assumes to find in them are no more 
than hypothetical abstractions. 

I conceive that political economy is an empirical sci- 
ence. The economic dealings of the conscious individual 
are its fundamental facts. From these, economic phe- 
nomena as they appear in the mass are to be explained. 
There being a large number of individual actions, the ef- 
fects of some may serve to offset the effects of others. 
But other effects, again, are intensified, and bring about 
general phenomena, which, for the very reason that they 
are made up of a large number of individual actions, are 
subject to no rapid changes, and so possess a good degree 
of stability. Thus they become in a way independent of 
the will of the individual: they may even appear as 
forces controlling the action of the individual. In the 
flow of time they show such constancy that we may speak 
of “economic laws.” This expression, while in strictness 
only figurative, is not open to objection, provided that 
it be not forgotten that the observed uniformities do not 
rest, like the law of gravitation, on some external force 
controlling the individual phenomena, but are simply the 
results of a number of individual acts, which, while doubt- 
less reacting one on the other, yet are each independent. 
This is more especially the case with the laws of value 
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and price. Normal market value comes into existence 
through individual valuations which mutually affect each 
other. If every producer adds to his cost price a supple- 
ment proportionate to his capital, he does so not because 
misled by some subjective illusion, but because he thereby 
does his share in bringing about the actual division of the 
produce between laborers and capitalists. It is wrong to 
say that, in this process of adding the supplement, the 
capitalists always lose as buyers what they gain as sellers, 
and so as a body really gain nothing. For the laborers, 
it must not be forgotten, are in no position to add such an 
excess. Their wages are determined simply by the cost 
of production of their labor power. Thus we may reach, 
by the most trivial empirical means, and without any ref- 
erence to immanent ideas or laws of evolution, the same 
conclusion as Marx’s law of surplus value. It must de- 
pend upon the individual’s temperament, and on his social 
point of view, whether he finds in this result a wonderful 
harmony of interests or a conflict which must lead to 


social revolution. 
W. Lexis. 
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TENANCY IN THE UNITED STATES. 


WHEN the census made it known that less than half of 
the families in the United States own the dwellings in 
which they live, the surprise that followed demanded ex- 
planations and the causes of the fact. Are the circum- 
stances of a large portion of the tenants such that they do 
not want to own their dwellings, although able to do so, 
or does poverty, either absolute or relative to land and 
building values, prevent them from becoming owners? 
Here is a country of vast extent, whose population can- 
not yet be regarded as dense. Outside of cities and towns 
there is ample area to satisfy the keenest land-hunger ; 
and the prices do not prohibit purchase to any but the 
poorest people, especially if it is borne in mind that about 
one-half to two-thirds of the price of the purchase may be 
represented by a mortgage. 

The acre tracts that were sold in Illinois in 1887 
brought $32.86 per acre, including buildings and all im- 
provements. In Wisconsin, in 1898, the actual selling 
price per acre was $22.51. In Minnesota, in 1881, it was 
$10.08; and the price increased to $13.41 in 1891. The 
price per acre in Ohio is somewhat higher, and within the 
period of eleven years, from 1881 to 1891, ranged from 
$36.70 in 1891 to $47.29 in 1884, some coal deeds being 
excluded from the latter year. These prices represent 
actual sales of acre tracts of land, mostly composed 
of farms, as found recorded in registries of deeds and 
as summarized in reports of State officers. Doubtless the 
prices are a little higher than the prices of farm acres, for 
the reason that suburban acre tracts and some timber and 
mineral tracts are included; and these are worth more per 
acre than farms are worth. 

To what extent acres can be bought, without paying 
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higher than ordinary prices, in such small numbers as 
poor men would be limited to, is somewhat doubtful, out- 
side of suburban places. The average area of a farm 
seems to have reached the point at which it is economi- 
cally adapted to our agricultural products and the methods 
of producing them. In 1870 the average area of a farm 
was 153 acres; in 1880, 134 acres; in 1890, 187 acres. 
Without more intensive agriculture and a change in the 
character of crops, it is doubtful whether there will be any 
considerable subdivision of farms; and, if this is so, farm 
and home tenants cannot practically become farm-owners 
without buying whole farms as they now exist. They 
would thus have to encounter an average value of $2,909, 
which they would have to meet with an equal amount of 
cash, or cash and mortgage encumbrance. 

With regard to home-ownership, tenants can find areas 
in any limited size that is wanted, whether in the town or 
in the suburbs or in the rural regions. The average value 
of a home occupied by an owner, under encumbrance, in 
the United States, is $3,250; in cities of 8,000 to 100,000 
population, $3,447 ; in cities of more than 100,000 popula- 
tion, $5,555; and, in the country outside of cities and 
towns of 8,000 people and over, $2,244. 

But the poor tenant need not approach values as high 
as the average one, either for farms or for homes. Of 
the encumbered homes occupied by owners, 23.31 per cent. 
are worth less than $1,000; and, of the farms, 16.47 per 
cent. Suppose that a tenant were to set out to own a 
home worth $1,000. He would probably be able to ac- 
quire ownership by advancing no more than $383, a 
mortgage for $667 covering the remainder of the purchase 
price. The average rate of interest on home encumbrance 
is 6.23 per cent., so that the annual interest would be $42. 
This is two-thirds of the interest that the landlord of the 
home would receive at the same rate. Suppose that a 
tenant of a home of this value were to become its pur- 
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chaser. He has been paying the landlord $62 yearly for 
interest: now he pays him $42, and annually invests the 
difference — $20 — at 6 per cent. interest. By adding this 
amount of $20 annually to the principal, in the course of 
about twenty-one years the sum of the principal and the 
interest would be sufficient to pay the debt of $667. This 
illustration is given to show that home-owning is not the 
difficult achievement that some may suppose, if the site 
of the home is immaterial. If a man can save $333, and 
is able to take $20 out of his annual earnings and invest 
the amount at interest, it is possible for him to fulfil the 
conditions of the example. But, of course, a cheap home 
cannot be had everywhere ; and lot values are high enough 
in cities to limit the choice of the poor, and even of the 
well-to-do. On the other hand, suburban rapid transit 
and cheap railroad fares have enlarged the field of choice 
to suburban regions where lot values are low enough to 
be within the reach of all but the very poor. 

If account is taken of the sales of real estate, its market 
will seem active to one who thinks that real estate is not 
easily purchasable for want of purchasing power on the 
part of the people. The activity of the real estate market, 
as shown by conveyances in Massachusetts, has been ascer- 
tained for the ten years, 1880 to 1889. The conveyances 
were mostly by warranty deeds of titles in fee-simple, but 
some of them were by quitclaim deeds, usually given to 
remove clouds upon the title to land already in the pos- 
session of the grantee. In 1880 there were 37 persons of 
the entire population, on the average, to each deed made. 
The highest number of persons was reached in 1885,— 
namely, 39,— and the lowest in 1889,— 83 persons. Aver- 
age for the ten years, 36 persons; or one deed annually to 
about seven families on the average, and one deed during 
the decade to about seven-tenths of a family. This is for 
a State that has a denser population per square mile than 
any other State in the Union except Rhode Island, and 
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denser than any nation in the world except Belgium 
and the Netherlands. The figures, however, do not in- 
dicate whether this activity in purchasing real estate is 
great among a very small fraction of the population or is 
pretty well distributed among the masses of the people. 

The foregoing are the conditions under which 52.20 per 
cent. of the families of the United States are the tenants 
of their farms and homes. The farm tenants are 34.08 
per cent. of the entire number of farm families; the home 
tenants, 63.10 per cent. of the entire number of home 
families. In cities and towns of 8,000 to 100,000 people 
the tenants of homes are represented by 64.04 per cent. ; 
in cities of 100,000 people and more, by 77.17 per cent. ; 
and in the country outside of cities and towns of 8,000 
people and over, by 56.22 per cent. 

The number of occupying owners of farms and homes is 
nearly large enough to stand for the number of land- 
owners. To make their number complete, there must be 
added the land-owners living in tenant families and the 
Jand-owners living in the families owning farms and homes, 
in addition to the owners of these farms and homes. On 
this account I would not increase the percentage of 
farm and home owners (the percentage of the total 
families being 47.80) by more than about two. This 
ought to be enough to account for the land-owners who do 
not own the farms and homes they occupy and who are 
speculators, old bachelors, widowers, and women whose 
homes have been broken up and who are boarding in 
tenant families. It ought to be large enough to include 
the widowed fathers and mothers living with sons and own- 
ing the old farm or home, the brothers and sisters living in 
the same family and owning land by common inheritance, 
and other land-owners, in addition to those who own the 
farms and homes which they occupy. If a person owns 
land, it is a matter of common observation that some or all 
of it is the site of his home, and that he does not own 
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other land unless he owns the farm or the home that he 
occupies. The merchant does not own his store and hire 
his home, nor does the lawyer or physician hire his home 
if he owns land. It cannot be very wrong, therefore, to re- 
gard the land-owners of the United States as equal in num- 
ber to about 50 per cent. of the families ; that is to say, there 
is one land-owner in every two families, on the average. 

The proportion of farm and home tenancy in the 
United States is made high, not only by the South, where 
most of the colored people are tenants, but quite as 
much by New England, New York, New Jersey, and 
Pennsylvania. The farm and home tenant families are 
58.92 per cent. of the entire number of families in the 
Eastern States (North Atlantic) above mentioned; 60.63 
per cent. in the Southern States on the Atlantic Coast 
(South Atlantic) ; 57.89 per cent. in the remaining South- 
ern States (South Central) ; 41.97 per cent. in the West- 
ern States, including and extending from Ohio westward 
to and including Kansas, and including all of the States 
northward of this line (North Central); and tenancy is 
represented by 45.83 per cent. in the Rocky Mountain 
and Pacific Coast regions. 

With respect to farm tenancy the influence of the 
South upon the average for the United States is very 
great, because in the South Atlantic States the tenant 
farmers are 45.84 per cent. of the total number of farm 
families, and in the South Central States 48.27 per cent. ; 
while in the North Atlantic States they are 21.45 per 
cent., in the Rocky Mountain and Pacific States 18.91 per 
cent., and in the North Central States 26.49 per cent. 

The high home tenancy of the South is less influential 
upon the average for the United States than the farm 
tenancy of that region is. In the South Atlantic States 
78.11 per cent. of the total number of home families are 
tenants; in the South Central States, 70.78 per cent. The 
average in the United States is 63.10 per cent.; and this 
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is exceeded in the North Atlantic States, where the per- 
* centage is 67.02. If the low degree of home tenancy in 
the North Central States — namely, 53.66 per cent.— were 
as high as it is in the North Atlantic States, fully two- 
thirds of the home families would be tenants. The Rocky 
Mountain and Pacific States have a degree of home ten- 
ancy — 55.95 per cent.—a little higher than that which is 
found in the North Central States. 

Home tenancy has reached a high figure in some of the 
wards of the large cities. In the twenty-eight cities having 
a population greater than 100,000 there are 587 wards,— 
counting the District of Columbia as one,— and in these 
cities each of 77 wards has home tenants that are more than 
90 per cent. of the entire number of home families. Bos- 
ton has a ward with tenancy as high as 96.98 per cent. ; 
Brooklyn, 98.66 per cent. ; Chicago, 95.06 per cent.; Cin- 
cinnati, 96.14 per cent.; Cleveland, 93.57 per cent.; Den- 
ver, 94.88 per cent.; Kansas City, 96.72 per cent.; Pitts- 
burg, 96.81 per cent.; St. Louis, 96.76 per cent.; and San 
Francisco, 97.95 per cent., this being a Chinese district. 

As might be expected, New York exceeds all other 
cities with respect to home tenancy. In 22 of the 24 
wards of that city, at least 91.56 per cent. is reached; and 
the highest percentage is 99.20 in the Tenth Ward, the 
average for the city being 93.67 per cent. It is New York 
in the legal sense which has this high percentage of home 
tenancy. The “Greater New York” should more fairly 
be taken into consideration. In New York city and the 
nine counties in New York State and New Jersey that are 
neighboring to that city, 83.54 per cent. of the home fam- 
ilies are tenants. In that city and in nineteen cities hav- 
ing a population greater than 8,000, and situated in New 
York State and New Jersey,—all of the nineteen by in- 
terest and situation virtually parts of New York city,— 
the home tenant families are 86.37 per cent. of the entire 
number of home families. A percentage somewhere be- 
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tween this and that of the ten contiguous counties is 
more fairly the percentage to represent the home tenancy 
in the New York metropolitan district, say 85 per cent. 
Alt’ ‘ugh the percentage representing New York within 
its legal limits may seem high, yet it is lower than the 
Berlin percentage. In 1890 the census of that city found 

96.65 per cent. of the families living in hired homes. 

- Home tenancy in “Greater New York” is not far 
above what it is in most of the other large cities of the 
country. Boston is next to New York, with 81.57 per 
cent.; Brooklyn next, with 81.44 per cent.; Jersey City 
next, with 81.20 per cent.; and Cincinnati fifth in order, 
with 80.82 per cent. Among the large cities, Rochester 
has the least home tenancy,— namely, 56.02 per cent.; 
Milwaukee is second, with 57.87 per cent.; Detroit third, 
with 58.88 per cent. ; and St. Paul fourth, with 59.80 per 
cent. 

A high degree of tenancy is also found in some of the 
smaller cities. Of the 420 cities and towns having a pop- 
ulation of 8,000 to 100,000, eighteen have home tenancy 
represented by percentages above 80, the highest one 
being 89.84 per cent. for Birmingham, Alabama. Eleven 
of the eighteen cities are in the South, and five in New 
England. The lowest tenancy found in the 420 cities and 
towns is in Watertown, Wisconsin, where it is 29.01 per 
cent. Next comes Dunkirk, New York, with 31.50 per 
cent. Among the 420 cities and towns there are twelve 
that have a percentage of home tenancy below 40, all of 
them except Dunkirk situated in the West, and seven of 
them in Michigan and Wisconsin. 

Farm tenancy in Europe is about the same as it is in 
the United States. In Germany 34.31 per cent. of the 
farms are worked by tenants, and in Holland 89.60 per 
cent. In several countries the tenancy is less than in the 
United States,— 33.02 per cent. in Belgium, 28.94 per 
cent. in France, 31.82 per cent. in Norway, 28.17 per 
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cent. in Portugal, 17.32 per cent. in Sweden. But in 
Denmark the percentage is as high as 66.09, in Italy 
55.19; and in the United Kingdom it must be nearly 
100.* 

Thus it appears that in the matter of farm tenancy this 
country makes no fine comparison with Europe, notwith- 
standing the fact that we have had land enough to give 
us all a farm. 

Although tenancy has reached a high figure in this land- 
abounding country, there is yet no concentrated land- 
lordism. There is only one millionaire family that is 
conspicuous as @ landlord, and the large areas owned by 
individuals and companies are mostly cheap and unim- 
proved land. The possibility of acquiring title to vast 
tracts of land while the price is cheap has attracted the 
investments of wealthy foreigners to no great extent; and, 
beyond one absentee landlord, owning 40,000 acres of 
farms in Logan and Sangamon Counties, Illinois, no im- 
portant foreign landlord is known to the public. A news- 
paper writer has made a list of twenty-four citizens and 
companies of citizens of the United Kingdom who own 
17,000,000 acres of land in the South and West. Hardly 
any of the land is improved or is occupied by tenants, 
and the prospect that a considerable portion of it will 
be occupied by tenants is exceedingly remote. All to- 
gether, it can be worth scarcely more than $50,000,000 to 
$75,000,000. 

Since one-half of the families of the United States are 
landless, it becomes desirable to know whether the frac- 
tion is an increasing one. With respect to farm tenancy, 
it may be said positively that there has been an increase 
since 1880. The census of that year found 25.56 per 
cent. of the farms cultivated by tenants. In 1890 34.08 
per cent. of the farm families were tenants. The proba- 


*These European statistics are taken from Mulhall’s Dictionary of 
Statistics. 
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bility is that the percentage for 1880 was reckoned too 
small. It is supposed that the enumerators neglected to 
report many tenant farms as separate farms, as in the case 
of a tenant farm contiguous to another farm cultivated by 
the owner of the leased farm, both farms at some time pre- 
vious having constituted one farm under the cultivation 
of its owner. The tenant farm being cultivated on shares 
and the crops being stored in the buildings of the farm 
cultivated by the owner, it was a natural mistake on the 
part of the owner and enumerator to return the crops as 
for one farm, thus losing the tenant farm. The mistake 
might easily happen in the cotton region of the South. 

Statistics of farm tenancy were taken in two ways in 
the census of 1890 one investigation having the farm as a 
unit, as in 1880, and the other having the family. For the 
reason above given, and also on account of a large amount 
of supplementary work, the latter investigation is regarded 
as the more accurate one; but in a comparison with 1880 
the former may be more fairly used. The investigation 
having the farm as the unit understates the degree of 
farm tenancy in both censuses; but presumably there is 
little error in the reported increase of farm tenancy, which 
was 2.81 in the percentage, or from 25.56 to 28.37 per 
cent. 

There is no direct proof that home tenancy is increas- 
ing, but that it is doing so is a legitimate inference from 
other facts. Since the first census in 1790 an increasing 
proportion of the entire population has been found in 
cities and towns of 8,000 population and over. This pop- 
ulation was 3.35 per cent. of the total in 1790, 12.49 per 
cent. in 1850, and 29.20 per cent. in 1890. This urban 
population will have an increasing importance for a long 
time to come; it has reached as high a figure as 69.90 
per cent. of the total population in Massachusetts and 
78.89 per cent. in Rhode Island. Now, home tenancy is 
related to urban growth. As before stated, outside of 
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cities and towns of 8,000 population and over, the home 
tenants are 56.22 per cent. of the total number of home 
families ; in cities and towns of 8,000 to 100,000 popula- 
tion, 64.04 per cent.; and, in cities of 100,000 and over, 
77.17 per cent. The inference is that home tenancy will 
increase in the whole country, as it undoubtedly has 
done in the past, unless it decreases, outside of cities 
and towns of 8,000 population and over, sufficiently to 
counterbalance the urban increase of tenancy. If we 
allow for 1880 the proportions of home-hiring families 
that are found in 1890 for cities and towns of 8,000 
people and over, and for the entire country, the per- 
centage of home-hiring families outside of these cities 
and towns must have been 58.09 per cent. in 1880. In 
1890 the percentage was 56.22, so that the degree of 
home tenancy in the United States need not have dimin- 
ished in 1890, if we allow a decrease of 1.87 in the home 
tenancy percentage within the decade, outside of the class 
of cities and towns described, and stationary tenancy 
within the cities. But it would be too much to assume 
the greater decrease required to balance the undoubted 
urban increase of tenancy ; for how could non-urban ten- 
ancy have come to be as high as it must have been, a few 
decades ago, under the assumption? It must then have 
been as high as the urban tenancy, and that is absurd. 

It has been much easier to ascertain that a little over 
one-half of the families of the United States do not own 
their dwellings than it is to find adequate explanations of 
the fact. It is worthy of remembrance that we have been 
a migratory people, shifting from one occupation to an- 
other, and, as people in a new, rapidly developing country 
are likely to be, somewhat wanting in fixity of purpose 
and of aim in life. A restless, unsettled people is not to 
be tied to land. The ownership of a home hinders migra- 
tion, and civilization has not yet proceeded far enough to 
do away with migration as a means of bettering one’s con- 
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dition. To the workingman, home-owning may even be 
a positive disadvantage in his dealings with his employer, 
or in the event of better terms offered in another place. 
Generally, real estate is not readily sold without sacrifice ; 
and, if he owns his home, he will not readily migrate. 
A workingman may find himself out of employment at 
any time; and, if he owns his home under mortgage, 
he may be unable to pay the interest when due, and so 
lose some of his savings through foreclosure. The ab- 
sence of permanent local interests, the uncertainties of 
employment, of new undertakings in trade, and of vent- 
ures in a thousand and one directions, forbid men to own 
their homes. 

The conditions are aggravated by the large element of 
the employed among persons having gainful occupations. 
In 1860 the employed were 59.48 per cent. of the persons 
who had gainful occupations; in 1870, 67.33 per cent.; 
in 1880, 66.66 per cent.; and, in 1890, 65.88 per cent. 
Some estimates had to be made in order to arrive at these 
figures, as in the case of bakers and blacksmiths, all of 
whom do not belong to the employed. However, after 
admitting that there is some error in the conclusions, the 
best evidence that we can get on the subject indicates the 
importance of the employed class in the problem, with 
its possibilities of lack of work and uncertainty of work, 
and consequent reluctance to buy immovable property that 
is not readily salable without sacrifice. 

While there may be a spreading feeling among the 
people that they must hold themselves ready to migrate, 
as a matter of fact interstate migration has been slightly 
on the decrease since 1870. In that year 23.25 per cent. 
of the native population were born out of the State in 
which they then resided; in 1880, 22.07 per cent.; in 
1890, 21.55 per cent. While the general tendency has 
been a decreasing one, because of the diminishing native 
emigration westwards, yet the decrease was only 1.70 in 
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the percentage in twenty years. In the North Atlantic 
States the percentage has slightly increased. Whatever 
the normal tendency may be with respect to the extra- 
State birth of natives, the percentages that stood for it at 
the time of the last three censuses must be regarded as 
high ones. 

Apparently, the causes of the diminishing birth and 
marriage rates are among the causes of the high degree of 
tenancy and of the presumable increase. Young men are 
taking a longer time in preparation for life-work than 
they used to do, and a larger portion of them are doing 
this. Then follows the lapse of time sufficient for them 
to become “settled down,” which, in the professions at 
least, is a period of considerable length. Then the home 
standard is becoming higher, just as the standard of living 
has become higher. Men and women who occupy respect- 
able positions in their communities will not own their 
homes until they can reach the standard established by 
the dictates of respectability, and this means a more costly 
home than comfort requires. Everywhere we notice that 
the higher standards of living and of respectability are 
demandiug more time in preparation for life and in- 
creased expenditure of income, are postponing the time 
of marriage and reducing the birth-rate, and, along with 
other results, are postponing, if not preventing, the own- 
ership of homes. 

The census of 1890 has shown that 39.27 per cent. of 
the male home-owners of the United States are fifty years 
of age and over, and that a man who is to become either 
the owner of his home or the head of a home tenant 
family must live until he is nearly forty-five years of age 
before the chances are even that he will be an owner. 

But neither the rising standard of living and of respect- 
ability, nor urban growth, nor restlessness, nor the uncer- 
tainties of industrial life are enough to make 63.10 per 
cent. of the home families of the United States hire the 


4 
= 
= 
4 
a 
= 
= 


46 QUARTERLY JOURNAL OF ECONOMICS 


dwellings that they live in. Poverty must be allowed 
to have some influence upon the result,—not absolute 
poverty, necessarily, but at any rate poverty that is rela- 
tive to home values. There must be some very strong 
evidence that circumstances alone, apart from poverty, are 
sufficient to place nearly two-thirds of the home families 
of the country in hired dwellings. Land values in cities 
stand in the way of home-ownership, because these values 
are high and demand buildings correspondingly costly. It 
would be an unwise proceeding to buy a lot for $1,000 
and build on it a dwelling worth only $500. Doubtless 
many poor city families could go into the country and live 
much more comfortably than they do in crowded tene- 
ments; but they prefer to live where they are. Until we 
can find out statistically why each family hires the home 
that it lives in, we shall have to be content to explain the 
high degree of home tenancy in this country by saying 
that it is due to poverty (both absolute and relative to 
home values), to a rising standard of living, and to the un- 
certainties of the future. 

When we turn to farm tenancy, it is a clear case of 
poverty and nothing else; and those who have travelled 
throughout the United States and seen the circumstances 
of farm tenants will agree that it is an absolute more than 
a relative poverty. The farm tenants of the South, mostly 
negroes, are in the lowest depths of poverty, although 
without any extraordinary industry they could become 
owners of small farms. The Southern farm conditions 
may be concisely described by the following extract from 
a paper prepared by the writer: *— 


Before the Civil War the agricultural land of the South was owned 
and cultivated in large areas by white planters, who were wealthy and 
independent. Their purchases and sales were made through agents 
and brokers, whose accounts showed balances in favor of the planters 


* Annals of the American Academy of Political and Social Science, Septem- 
ber, 1893. 
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sufficient to meet all purchases made in their behalf, and all drafts 
made by them for cash. When a planter wanted sugar, coffee, cloth- 
ing for slaves, and other supplies that could not be produced on the 
plantation, they were bought by the agent, and their cost charged 
against the balance in his hands remaining from sales of cotton or 
other products. ... 

A devastating and exhausting war, in which nearly all of the able- 
bodied white men of the South were engaged, made an immediate 
and radical change in the agricultural system of that region.... 
Large plantations could not be cultivated as of yore for want of 
equipment, and a subdivision into tenancies was the only course. 
The ex-slaves were still there, unprovided, as many of their former 
masters were, with food sufficient to last until the harvesting of the 
next year’s crops. 

So it happened that tenant farming largely replaced the old sys- 
tem. Farmers who owned the farms that they cultivated, and land- 
lords alike, had to obtain from merchants the supplies of food, cloth- 
ing, and farm equipment that were needed, and these on credit, 
giving in return pledges of the crop to come, out of which the debts 
must be paid. The tenants, even less prepared to choose, adopted 
the same system, and lived on their interest in the future crop... . 
Every crop of cotton is mostly consumed before it is harvested; and 
after the harvest the farmer, owner, or tenant has to place a lien on 
the next year’s crop, often before the seed goes into the ground.... 

The agricultural land of the cotton States has little sale. Mer- 
chants will not accept it as security for debt unless they are com- 
pelled to do so, when crop, mules, cattle, and other personal property 
are insufficient. This is one reason why mortgages on Southern farm 
land are so few. ... The blacks prefer a tenancy to selling their labor 
for wages; and in some regions, at least, the white owners who cul- 
tivate their farms find that only the inferior laborers can be hired 
because the superior ones prefer tenancies. As the planters become 
independent of merchants, they are unfriendly to these tenancies, 
but, in some instances, have to grant very small ones in order to hold 
the services of the blacks, who, under such circumstances, work for 
wages during a part of the year on the plantation cultivated by 
their landlord. If the white landlords arrive at independence from 
debt before the black tenants do,— as it may be assumed that they 
will,—if either class is to improve, it seems likely that the blacks 
will see a service for wages encroaching upon the tenant system. ... 

The plantation owners, most of whom are landlords, often live in 
towns, having abandoned their plantations to irresponsible tenants, 
who care to work only indifferently and for a bare subsistence of the 
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poorest sort. A tenant whose crop by chance more than suffices to 
meet his obligations will pick enough cotton to discharge his debts 
to the landlord and the merchant, and abandon the remainder, know- 
ing that he can live on the next crop until it is harvested. ... The 
merchant who has a lien on his share of the crop pays his taxes, 
buries his wife or child, buys him a mule if he needs one, and feeds 
and clothes him and his family. 

Farm tenants would be laborers on farms or elsewhere 
if they were not such tenants. As far as they are con- 
cerned, their tenancy, outside of the South, is a distinct 
advantage. The requirements of tenancy and of self-di- 
rected labor are educational, and the tenant is better off 
as a tenant than he was or would be as a farm laborer. 
But, as compared with ownership, farm tenancy represents 
a loss to society. Its agriculture is inferior, and the inde- 
pendence of the owner is poorly replaced by the tenant 
proprietorship. 

Farms are available for tenant proprietorship for various 
reasons. Some of the older farmers have accumulated 
sufficient property to enable them to move to towns; and 
this they desire to do for the purpose of educating chil- 
dren, and also because they, and especially their wives and 
children, find town life more agreeable than life on a farm, 
while it may increase their sdtial standing. This has 
taken place more or less throughout the entire North. In 
these cases the farmers leave their farms in the hands of 
their sons, or persons who have been farm laborers, as 
tenants. 

The result of inquiries in some quarters is that the in- 
crease of farm tenancy is a reaction from the cultivation 
of too large farms. The older farmers find that the large 
farms make too great a demand upon them after sons, 
grown to manhood, have gone to towns or else possess 
farms of their own; and, if an entire farm is not divided 
into several tenancies, a portion of it is placed in the pos- 
session of a tenant, while the owner continues to work the 
other portion himself. 
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It is alleged in some parts of the West that foreclosure 
of mortgages accounts for the increase of farm tenancy ; 
but this has not been established. It is true, however, 
that foreclosures on farms in Illinois, Michigan, Minne- 
sota, and New Jersey are from one-third of one per cent. 
to one and one-half per cent. of the number of mortgages 
on farms, every year; and, if these farms upon which 
mortgages have been foreclosed become and remain tenant 
farms, the foreclosures are sufficient to account not only 
for much of the farm tenancy, but also for the entire 
increase. This is the possibility: it may not be the fact. 

Then there is a migration of farmers’ sons from farms 
to towns. Education is spoiling sons for farm life, and 
they prefer the more genteel, exciting, and social life of 
the town, even with small earnings. People do not go 
from town to farm. In the movement of population ur- 
banward, the resulting readjustment that must be made 
with respect to farm proprietorship gives farm tenancy a 
place which to a great extent might otherwise be filled by 
the abandonment of farms. Before farm tenancy will be 
reduced there must be considerable change in the drift 
townward, and increase in the profits of agriculture. 
There is little in prospect that will reduce farm tenancy 
in this country, unless the immigration of agriculturists 
should be turned into the South. The economic instincts 
of the immigrants are superior to those of the negroes 
and their landlords in the South, and this would make 
ownership by the cultivators encroach upon the present 
tenant system. 

Nor is there any prospect that home tenancy will be re- 
duced, nor even its increase arrested. It is popularly sup- 
posed that home tenancy would be greater than it is, were 
it not for building and loan associations ; but the supposi- 
tion is largely erroneous. Through an extreme perversion 
of the fact, Philadelphia, on account of its building and 
loan associations and single dwellings, has become known 
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as the “city of homes”; that is, of owned homes. The 
borrowers from the local associations are 10.77 per cent. of 
the number of families in the city, and the home tenants 
are 77.24 per cent. of the total home families. Chicago, a 
city of the same size, has borrowers that are 12.55 per 
cent. of the families,— about the same as in Philadelphia ; 
but the home tenant families are only 71.27 per cent. of 
the total. Cincinnati has a very extended building and 
loan association business, for a large city, the borrowers 
being 21.95 per cent. of the families; whereas its home 
tenancy is represented by 80.82 per cent., which is a high 
percentage. In Pittsburg the borrowers are 15.04 per 
cent. of the families, in Buffalo only 4.99 per cent.; yet in 
the former city the home tenants are represented by 72.11 
per cent. and in Buffalo by the very low percentage of 
60.03. Contrast Lancaster, Pennsylvania, with York in 
the same State. In Lancaster the borrowers are 10.36 per 
cent. of the families: in York they have the extraordina- 
rily high percentage of 50.93; that is, half of the families 
in York are borrowers from building and loan associa- 
tions. Yet, with this remarkable difference between 
York and Lancaster, the home tenancy differs but little, 
being 62.90 per cent. in Lancaster and 57.77 per cent. 
in York. 

It is true there are some coincidences between a low 
degree of home tenancy and a large amount of business 
done by building and loan associations. These coinci- 
dences are found in Allegheny, Indianapolis, Pittsburg, 
and Rochester, among the large cities; but the fact that 
other cities attain a low degree of home tenancy without 
the presence of building and loan associations shows that 
there may be other causes than this for the result. 

There are twenty-eight cities having a population of 
100,000 and over. In those that have a percentage of 
home tenancy above the average for the twenty-eight 
cities, 16.57 per cent. of the home families own their 


| | 

| 


TENANCY IN THE UNITED STATES 51 


homes; and the borrowers from local building and loan 
associations are 5.26 per cent. of the entire number of 
families. On the other hand, in the cities whose tenancy 
is below the average, 31.56 per cent. of the home fami- 
lies own their homes; and the borrowers from local 
building and loan associations are 10.02 per cent. of the 
total families. In the class of 420 cities and towns hav- 
ing a population of 8,000 to 100,000 there are many 
whose tenancy is above the average for the 420. And in 
these cities and towns the home-owning families are rep- 
resented by 26.79 per cent., and the borrowers from build- 
ing and loan associations by 5.68 per cent.; while in the 
cities and towns whose tenancy is below the average the 
home-ownership is 45.19 per cent., and the borrowers 
9.88 per cent. On the whole, it seems probable that 
building and loan associations have promoted home-own- 
ing beyond the point that would have been reached with- 
out them, but not much beyond, because of the fre- 
quently apparent wart cf relationship of cause and effect 
between building anu -an association business and home- 
ownership. 

In the large cities there is a relationship between home- 
owning and single dwellings, but the prevalence of single 
dwellings can hardly be regarded as a cause of home-own- 
ing. It is rather an effect. This relationship, however, 
is not without exceptions. In San Francisco there are 
1.11 families to a dwelling, in Philadelphia 1.10, and in 
New Orleans 1.13,— all low averages; yet in those cities 
home tenancy is represented by high percentages. Still, 
all cities considered, the general fact is that there is a 
small average number of families to a dwelling where 
home tenancy is relatively small. 

It is not clear that the custom of paying ground rent 
instead of buying land has had any considerable effect in 
promoting home-owning. This custom is prevalent in 
Baltimore and Philadelphia; and in both cities the busi- 
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ness done by building and loan associations is of large 
proportions. In both cities, also, the number of families 
to a dwelling is small. Yet, under these conditions, home 
tenancy is represented by a larger percentage in Philadel- 
phia than one would expect to find,— namely, 77.24 per 
cent.; while in Baltimore the percentage is 73.94. Both 
percentages are higher than those representing Allegheny, 
Buffalo, Chicago, Cleveland, and Pittsburg; and the per- 
centage for Baltimore is not materially lower than the 
percentages representing most of the other large cities. 
Tenancy in Philadelphia is only 4.383 in 100 families lower 
than it is in Boston, where there are 1.70 families to a 
dwelling, where there are no ground rents, and where the 
borrowers from building and loan associations are only 
2.17 per cent. of the number of families in the city; and, 
next to New York, Boston has a higher degree of home 
tenancy than any other large city in the country. 

Ground rents make home prices cheaper than they 
would otherwise be, and thus place home-ownership within 
the command of persons who have not sufficient wealth to 
buy their homes if they must buy land as well as dwell- 
ing. As far as home-owners are concerned, in one respect 
the ground rent custom of Baltimore and Philadelphia is 
the single tax theory in practice. A man intending to 
own his home in those cities can obtain a lease of a lot 
upon contract to pay the interest on its value for a term 
of years. Home-owning in those cities is, therefore, inde- 
pendent of the purchase of land, if one chooses to make 
it so. This makes the average value of a mortgaged 
home in Baltimore very low; namely, $2,270, which is 
lower than the average for any other of the cities con- 
taining 100,000 people and over, except New Orleans. 
The average for Philadelphia, however,— $5,305,— is above 
the average for Chicago, which is $4,623, and is above the 
average for Buffalo, Cleveland, Pittsburg, and St. Louis, 
while being little below the average for the twenty-eight 
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cities of this class. The large cities that have a per- 
centage of home-ownership above the average for all, 
have owned and encumbered homes that are worth 
on the average $4,248 apiece; while, in the cities whose 
ownership is below the average, each owned and encum- 
bered home has the average value of $7,552. Among the 
420 cities and towns of 8,000 to 100,000 population, those 
whose home-ownership is above the average have owned 
and encumbered homes worth $2,931, on the average. In 
the remaining cities and towns home-ownership is below 
the average, and the owned and encumbered homes aver- 
age $4,372 in value. The ownership of a home necessa- 
tily depending upon the wherewithal to buy it, there must 
be something more than a coincidence in the association of 
low home values with a high degree of ownership in the 
cities of the country. 

There is little reason for believing that the ownership 
of homes can be promoted to any considerable extent by 
any scheme. It seems to reach the point which the pros- 
pects and distribution of the wealth of the people permit 
it to reach, whether there are ground rents or not, 
whether there are building and loan associations or not, 
and whether there are savings-banks or not. It is a ques- 
tion of land and building values, and of prospectively 
permanent local interests, whether the people own their 
homes or hire them. This statement, however, is not 
intended to cover the colored people in the South, most 
of whom, without great thrift and labor, could own 
homes and farms. One or both of these causes — wealth 
distribution and prospects—have made home tenancy 
less in the North Central States than elsewhere in the 
country, and have made a high degree of tenancy in the 
old East, with its cities and concentrated industries. 


GrorGE K. HOLMEs. 
Wasurneron, D.C. 
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A STANDARD OF VALUES. 


THE labor and accuracy with which the standards 
in weights and measures have been established are in 
marked contrast with the constant fluctuation of values, 
not merely in themselves, but in our estimate of them. So 
far as traffic is concerned, the exactness attained in other 
forms of measurements counts for little, so long as the ex- 
pression of values is so variable. Scientific and construc- 
tive purposes are admirably subserved by our accurate 
estimates of quantity; but the moment we deal with 
economic interests, to which so much of our labor and 
attention is directed, our results are grossly unequal and 
the occasion of not a little loss, injustice, and bitterness of 
feeling. 

We are passing through a period in which this defi- 
ciency and diversity of standards in value have been 
severely felt. It is well for us to know how far this evil 
is capable of correction, what are the limits of the disas- 
ters which accompany it, and what is the immediate prac- 
_ tical reduction of them. This research involves the three 
questions: Is a standard of values attainable? What are 
the evils which arise from the want of it? What is the 
true policy of the hour? 

The answer to the first question seems to be that no 
standard of values is possible. We are situated in refer- 
ence to the constant fluctuation of values as we should be 
in striving to measure the movements of a dozen bodies in 
empty space. We could determine their change of place 
in reference to each other, but we should have no fixed 
point from which we could measure their single or their 
collective departure. We could not, with accuracy, appor- 
tion to each body its own part in the motion which varied 
their relations to each other. So, in reference to values, 
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we can observe their changes among themselves and assign 
conjecturally the part taken in them by each commodity ; 
but our conclusions are not secure, they stand for no abso- 
lute fact. The alteration of two values in exchange with 
each other may be due to a change in either of them or in 
both of them, or in both of them in a great variety of 
ratios. 

It has been proposed, in search of a proximate standard, 
to take at any one time a large number of leading com- 
modities, say two hundred, to see what quantities of each 
a given sum, say one hundred dollars, will’ purchase, and 
ata later period to express the same quantities of the same 
commodities in money, and divide that amount by 
200 x 100. The quotient, say ninety cents, would give a 
unit which would have the same purchasing power in ref- 
erence to the two hundred articles that was given in the 
previous period by one dollar. Such a method would 
serve to disclose some of the fluctuations which had taken 
place, but would not give a perfect standard of correction. 
It would indicate the collective change, not the individual 
change, of the commodities considered. 

In practice we wish to know and correct individual 
changes, not collective ones. No man wishes to purchase 
a given quantity of two hundred commodities. He wishes 
to purchase a certain quantity of one, two, or three com- 
modities. In reference to such a purchase, he might be 
worse off, with his new unit of ninety cents, than with his 
old unit of one dollar. The articles he desires may be 
those in the two hundred which have risen in value, and 
he now suffers the farther disadvantage of purchasing 
them with a reduced unit. Even if all articles instead of 
two hundred were embraced in our estimate, we should 
not have escaped this embarrassment. We should still be 
open to variable gains and losses according to the com- 
modity bought. 

To return to our comparison of bodies in space, what 
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we should settle by such an estimate would be equivalent 
to fixing the centre of gravity of the entire system, and by 
no means equivalent to measuring the movement of any 
one body in reicrence to any other body. A standard of 
value so won could not be absolute, any more than the 
centre of gravity could remain at one point while the 
bodies were shifting their positions among themselves. 
Our standard would simply be an average of variations, 
and that between commodities of very unequal importance 
in the enjoyments of different persons. 

A method somewhat similar is to compare the purchases 
of an average household in the supply of its usual wants 
for a given time at different periods, and determine the 
unit of value by an equivalent purchasing power in the 
two cases. But this method is open to the same difficulty 
in a little different way. We should have secured an 
equality of advantage between those whose wants are 
alike in kind and quantity, but should have settled noth- 
ing for those who go into the market to purchase in all 
directions, quite at random in reference to each other. 
Our proposed corrections in the standard of value have 
no theoretical accuracy, no practical adequacy, and are so 
cumbersome as to be unavailable. There is, so far as we 
can now see, no possible standard of values. 

What are the measures of the mischief arising from this 
fact? If we had a fixed point from which all fluctuation 
in value could be determined, we should have the first 
condition, but only the first, toward accurate results in 
the interchange of commodities. We should still be un- 
able to settle and to express the exact state of the case in 
connection with any article undergoing transfer. Take 
such a product as wheat. The price never is, except by 
accident, adequately made. It undergoes constant fluctu- 
ations which express very variable opinions as to the sup- 
ply and demand. The relation of ,these two terms, supply 
and demand, it is impossible accurately to define. If, 
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therefore, we were in possession of a point from which to 
measure our economic distances, we should still lack a 
point to which to measure them. In a machine of a hun- 
dred wheels, it matters little, so far as exact results are 
concerned, to correct the running of one of them, if the 
remaining ninety-and-nine run loosely. The sooner we 
recognize the fact that economic laws express real ten- 
dencies, but tendencies so modified by the circumstances 
under which they take effect as to be never perfectly ful- 
filled, the more useful our conclusions will be. 

If, then, we are dealing with estimates to which, from 
the nature of the case, accuracy is impossible, what is the 
extent of the evils arising from a variable standard of 
values? These evils may be very great or very slight 
according to the rapidity of the change or threatened 
changes in the standard under consideration. Rapid 
fluctuations which act directly on the hopes and fears of 
men are often very disastrous. Imperceptible apprecia- 
tion or depreciation, which affects the currents of business © 
simply as a natural force, is of slight moment. Rapid and 
disastrous fluctuations have arisen almost wholly from 
some change or threatened change in financial policy, 
from some interference with the current standard of value. 
Men have taken alarm at their own lines of action, have 
come to distrust each other, and so have carried disturb- 
ance, unreasonable demand, sudden arrest, into all forms 
of business activity. The effect of the inevitable varia- 
tions in standards of value from natural causes has been 
very trifling compared with the effects which have fol- 
lowed from the manipulations to which these standards 
have been subjected. 

Thus the losses of the past three years in this country 
are not to be ascribed, in any important way, to the ap- 
preciation of gold or depreciation of silver. These, 
as simple facts, would have been relatively harmless. 
They are to be referred to the fear —a fear not altogether 
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reasonable, but fear is not wont to be reasonable — that 
the standard would be shifted as the result of legislation 
from gold to silver, that a violent, convulsive change 
would find its way into our financial policy. 

The great financial disturbances in production have 
arisen in a similar way from the fear that the standard 
was about to be lost, not from the defectiveness of the 
standard itself. Discussion, as in the present instance, 
may have attached to the adequacy of the standard; but 
that discussion has been a diversion of attention from the 
real danger,— the possible change or loss of standard. 

The one lesson of incomparable more moment than all 
other lessons taught us in the history of finance is that 
confidence between man and man, permanence of pur- 
pose, is the primary and essential term of safety in the 
transfer of values. Changes in values themselves sink 
into insignificance in comparison with changes in men’s 
action concerning them. 

Yet the question returns, What are the effects on pro- 
duction of those slow, imperceptible changes to which any 
standard, as that of gold, is subject? That these varia- 
tions are, in the case of gold, slow and imperceptible fol- 
lows, theoretically, from the enormous amount accumu- 
lated of that metal in coin, nearly four billions, and the 
additional amount in the arts; and, practically, from our 
inability to decide whether there has or has not been, in 
the last twenty years, any appreciation. 

Suppose the standard to be undergoing slow deprecia- 
tion, how will the fact affect production? In the great 
mass of transactions no appreciable results would follow. 
They take place in short periods. They come in and go 
out at the same door. There is no sense of loss or gain. 
In most lines of production, even the industrial cycle is 
too short to disclose any slight variation. If it were dis- 
closed, it would simply appear in the line of enhanced 
normal profits, which, however, would be found unsub- 
stantial the moment they were expended in purchases. 
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Business tends more and more to rapid movement, and 
this rapidity robs the slow changes under consideration of 
any important consequences. In the case of indebted- 
ness extending over any considerable series of years the 
creditor would be at disadvantage and the debtor at ad- 
vantage. Some are ready to say that a standard slowly 
depreciating is not undesirable, because of the send-off it 
gives tobusiness. As this impulse is, however, essentially 
illusory, not much importance can be attached to it. 

If the standard is slowly appreciating, the results are 
reversed. Business, if it extends over any considerable 
period, seems to suffer slight constriction by an unfavor- 
able change of prices. But, as the result is only apparent, 
and would not be perceptible unless the appreciation was 
comparatively rapid, too much significance, we think, has 
been attributed to it. The hardship would now be trans- 
ferred, in delayed payments, from the creditor to the 
debtor. The unavoidable losses in a change of standard 
lie between the parties to long transactions. There are 
two mitigating circumstances. Between persons simply, 
these relations of long credits are undesirable, and may 
well be narrowed in. Leases of a hundred years, lifelong 
loans, are worms at the root of production to be extermi- 
nated. In the case of bonds and stocks, debts owed by 
the public and by corporations,— the great mass of rela- 
tively permanent indebtedness,—the losses of apprecia- 
tion are spread over a broad surface, fall on those com- 
paratively able to bear them, give no check to business, 
and are not the occasion of any great evil. In the case of 
the personal debtor he owes nine parts out of every ten 
of the hardship which falls to him to the insecurity of 
loans, to the mischievous change of standards, and not to 
their appreciation. If he would give his entire attention 
to these two considerations, certainty of payment, pay- 
ment under the implied conditions of the contract, his 
trials would be so greatly reduced that he would soon 
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forget to concern himself about the impalpable conse- 
quences of appreciation. 

The third question we proposed, What is the true 
policy of the hour? becomes readily and certainly answer- 
able, if what we have said is correct. It is incomparably 
wiser for us to hold fast to the best attainable standard 
than it is to awaken the fears incident to a possible 
change of standards, or to struggle for an ideal scheme 
beyond our reach. Indeed, this struggle subserves 
scarcely any other purpose than to call out these fears. 

To throw our standard of value into the political arena 
to be fought over there is to plunge into a bottomless 
morass, merely because the highway is not perfect. Theo- 
retically, we may discuss, if we will, the advantages 
respectively of bimetallism and monometallism. Practi- 
cally, we must choose between gold and being forced by a 
series of disastrous shocks into the acceptance of silver as 
our standard. These two questions, the theoretical one 
and the practical one, should be carefully kept apart, and 
all the more as a doubtful theory may easily be made the 
means of drawing us into a plain, practical mistake. 

Theoretically, we may concede that bimetallism deals 
with a real tendency, and traces its operation correctly. 

Two metals of nearly equal value in the coin they have 
furnished to the currency of the world would, if they 
could be successfully yoked together, furnish a broader, 
more stable foundation of values than either of them 
alone. If the tendency of the two to alter their relation 
to each other did not exceed certain narrow limits, the 
fluctuations of one metal would be corrected in part by 
its connection with the other metal, and the joint standard 
would be correspondingly firm. As the weight of the 
body in walking is thrown first upon one foot and then 
upon the other, the footstep planted alternately to the 
right and the left of a straight line, so the pressure of a 
currency with a double standard might be subject to alter- 
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nate transfer, giving each metal in turn, by a relaxation 
of demand, an opportunity to recover its position in the 
accepted ratio. 

There is at once a charming simplicity and aptness in 
this theoretical adjustment of the two metals, which give 
the theory a strong hold on the mind, make us desire the 
experiment, and lead us to cherish the hope that the re- 
sults would justify the ingenuity of the device. 

In entertaining the theory as a theory even, there are 
some things which should give us pause. Our yoke- 
fellows must be, by natural tendencies, somewhat inclined 
to draw together, or the scheme would certainly fail. It 
is not all degrees of disposition to separate which the 
union would correct, but only comparatively slight and 
secondary ones. In the comparison just used, the move- 
ment of a man is even and firm, if the footsteps to be 
made, on either hand, are regular and at slight distances, 
but is first violent and then impossible, if the alternate 
positions are wide apart. Who can assure us that the 
tendencies of gold and silver, united in no common terms 
. under supply and demand, will remain so near each other 
and so parallel to each other as to make the proposed cor- 
rections arise in due order? No one can give us this as- 
surance. There are a good many things which go to show 
that the probabilities of its actual realization are slight. — 
In the bimetallic experience in France one or the other 
metal held the foreground for long periods, and the cor- 
rections took place but obscurely or not at all. Our own 
large and protracted purchases of silver seemed to have 
had but little effect on its declining value. The tendency 
was quite too strong for our control. Moreover, there is 
the constant error of economists, ascribing too immediate 
and exact action to the tendencies they have under con- 
sideration. For example, the disasters of our silver pur- 
chases were much longer in coming than the monometallist 
had anticipated. We find in financial movements at once 
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an inertia and a momentum which cause them to fall 
behindJand break over the lines we assign them. The 
fundamental consideration in bimetallism is one of much 
uncertainty, whether the corrections of a double standard 
are proportioned in power to the circumstances which they 
would be called on to control. No one can speak with 
authority on this essential consideration. 

The uncertainty of our reasoning is well illustrated by 
the very different interpretation of existing facts by the 
two schools. The monometallist holds that there is no 
sufficient proof of the appreciation of gold; the bimetallist 
believes that;there is undeniable proof. The prices of a 
large number of articles have fallen collectively; some, 
twenty-eight per cent. in twenty years. The bimetallist 
thinks this a plain indication, establishing the appreciation 
of gold: the monometallist meets this claim by counter- 
facts and by causes which he deems sufficient to explain 
the depreciation of values in certain commodities. 

Services of all sorts, which constitute from one-third to 
one-half of the sum of values, have risen, not fallen in 
price. Scarcity values, as furs, ivory, works of art, lum- 
ber, fuel, business rents, still show an upward tendency; 
and these, added to services, yield fully a half of all values. 
Those commodities which have sunk in value stand con- 
nected directly or indirectly with the improved produc- 
tions incident to invention. In agriculture the signal fall 
in the price of wheat and cotton is clearly referable to the 
relation of supply and demand, and is associated with 
other important farm products, like oats, corn, pork, which 
have retained their prices. If, then, we cannot agree on 
a fundamental movement in values, we have small en- 
couragement to trust ourselves to a theory which involves 
the adequate and automatic play of still more forces and 
more subtile ones. 

If we were to grant, in general, the tendencies claimed 
by the bimetallist, and were to entertain the hope that they 
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would prove adequate to meet many variations in value, 
the question would still return, To what state of affairs 
would they be applicable? If gold and silver were both 
to appreciate or both to depreciate in value, with a move- 
ment on the part of neither much in excess of that of the 
other, the change would be retarded, and greater stability 
thereby secured. In compensation of this advantage, if 
the changes in value were in opposite directions and con- 
siderable, or even in the same direction and strongly divi- 
sive, the currency resting on the two metals would be sub- 
ject to fluctuations creating alarm, and liable, as in our 
own recent experience, to issue in extended disaster. The 
bimetallist, like one riding two horses, purchases the possi- 
bility of success by the possibility of violent overthrow. 
In a field in which fears are more disastrous than unfavor- 
able facts this becomes a grave consideration. 

But the ideal character of bimetallism is still more ap- 
parent when we turn our attention to the very general 
acceptance it must receive before it can promise even to 
itself a reasonable hope of success, and the very slight 
probability of any such wide adoption. Indeed, in the 
present state of affairs in the United States, a large num- 
ber urging measures which tend to throw us with crushing 
disaster upon silver as a standard, the arguments of the 
bimetallists serve little purpose but to keep alive, in a 
blind way, in the popular mind the sense of injury, and 
to call out a wholly fanciful notion of redress. As long 
as specialists confine themselves to theory, much may be 
said; but the moment any immediate action is proposed 
the obstacles are invincible. It is in the last degree im- 
probable that England, the ruling power in commerce, 
firmly established on a gold basis, will entertain any 
scheme that would introduce new and unmeasured terms 
in finance. Nor is it in the least plain, if this difficulty 
and kindred opposition elsewhere were overcome, what 
the first term of adjustment— the relation between the 
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two metals— should be. The old connection has been 
completely broken, and the fluctuations of value between 
the two metals are violent. It is impossible to tell when 
a comparatively permanent equilibrium will be reached, 
and at what point it will be reached. The very idea of 
the restoration of silver would occasion a new set of vibra- 
tions. The most sanguine bimetallist can hardly suppose 
that the regulating force of his scheme is sufficient to 
establish and maintain an arbitrary ratio independent of 
the values of the two metals as defined by commerce ; nor 
can he, with any fair anticipation, tell us even approxi- 
mately what the verdict of commerce would be under the 
new conditions he proposes. To accept 16 to 1 is to make 
silver the standard. To accept 80 to lis to leave gold 
the standard, and to reduce by one-half the regulative 
power of silver. To devise any intermediate ratio is to 
act wholly in the dark. The bimetallist is as one who, 
being asked what measures, if any, can be adopted in cor- 
rection of the violent rise and fall of the sea in the Bay of 
Fundy, makes answer with a general disquisition on the 
theories of the tide. Though we should assent to much 
in the theory of bimetallism, it would still remain the 
plainest practical wisdom to adhere to gold as a standard. 
We have already lost by the decline in value of silver the 
opportunity to double the amount lying at the basis of 
currency. If the view of the bimetallist is partially cor- 
rect, and gold has appreciated, we are by so much nearer 
a stable point. Between the two goals it can hardly be 
doubted that we are much nearer the point of stability, of: 
safety, gold being accepted as the exclusive measure, than 
we are in a vague and vacillating pursuit of that other 
possible refuge,—a permanent equilibrium of gold and 
silver. After any change is once made and its fluctuations 
exhausted, it is comparatively immaterial whether the ac- 
cepted standard, as gold, has one degree or another degree 
of value. The permanence of that value is the point of 
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interest. Any appreciation of gold tends decisively to 
arrest itself. The growth of value is the fruit of increased 
money-work. But the enhanced value enables the same 
amount of gold to render an enlarged service. The evils 
of the transition cannot be permanent, and, once sur- 
mounted, leave us in a commanding position. Silver will 
still furnish us, as a subsidiary coin, the same aid, give the 
same conveniences, as now belong to it. Ina quick but 
cautious forecast of our danger the bye we should make 
for seems plainly to be that of a gold standard. 

We have also much occasion of congratulation that the 
losses of transition are no more serious. The great inter- 
ests of labor have been preserved. Wages have advanced, 
while the decline of prices has given them increased 
purchasing power. Prosperity at no point is more impor- 
tant or more significant than in the laboring classes. 
Profits cannot be very widely or seriously or permanently 
depressed while the workman is thriving. The disasters 
of no class are more difficult of recovery, and we may well 
be comparatively contented with any financial condition 
which has not greatly embarrassed services. 

The class which make the largest demand on sympathy 
are those who have incurred indebtedness with higher 
prices in ther ruling product —as wheat or cotton — and 
are now calied on to meet it with lower prices. Yet no 
strange thing has happened to them. This change in 
price is plainly due to increased production. It is not 
easy to show that any part of it is due to appreciation; but, 
if we refer to this cause the 28 per cent. expressed in fall- 
ing prices, we could not redress the evil by any modifica- 
tion of the currency without sowing wide-cast the seeds 
of other and greater disasters. The participation of any 
one class in these general losses would more than compen- 
sate it for its direct gains. 

The question of a standard of values, as it now offers 
itself, is a thoroughly practical one; that is, one which 
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must be governed by the immediate conditions of action. 
Theoretical perfection can furnishsbut little light for us. 
The one inquiry is, What is the most promising position, 
while the storm is upon us? The possibility of apprecia- 
tion or depreciation in the fpture of “the two precious 
metals is beyond our estimates. These disturbing facts 
we shall be compelled to encounter. That of which we 
are sure, by virtue of a long record of overreaching stu- 
pidity and failure, is that any deviation from the soundest 
existing standard is certain to increase many-fold the evils 
of fluctuating values. The theories of finance may be 
obscure, but its practical lessons are as plain as the most 
painful reiteration can possibly make them. 

JoHN Bascom. 


THE EMPLOYER’S PLACE IN DISTRIBUTION. 


THE object of the present paper is to analyze and de- 
scribe the machinery of distribution, and more particu- 
larly to consider how much of truth there is in the wages- 
fund view of that machinery. In these modern days it is 
not necessary to remark that the wages-fund view is far 
from complete or all-embracing. Indeed, courage is re- 
quired to intimate that there can be any degree of truth 
in it whatever. Yet in recent discussions of the much 
mooted questions of capital and wages there is an unmis- 
takable disposition to grant that there was something 
worth considering in the old-fashioned version of the re- 
lation between the two. Something certainly is to be 
learned, for the understanding of what goes on in modern 
communities, by examining the relations between capital 
and wages, between employers and employed; and some 
sort of dependence of the latter on the former certainly is 
to be found. Just what sort of dependence may appear 
from an analysis of the mode in which distribution works 
itself out in modern communities. In making that analy- 
sis, the present writer does not affect to expound any 
views of startling novelty; nor does he attempt, here and 
now, to give an exposition at large of the relation of 
wages and capital. The immediate purpose is only to ob- 
serve in what manner the distribution of income takes 
place in modern communities, how business managers 
and investors and laborers get their shares, and what 
conclusions are to be readily drawn from such simple 
observation. 

Before entering on this task, it will be best to explain 
in what sense two inevitably recurring terms will be 
used. ‘ Capital” will signify real capital; the real appa- 
ratus of production in the shape of tangible tools, imple- 
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ments, materials, and all goods not yet in enjoyable form. 
On the other hand, it will be convenient to use “income” 
ordinarily in the sense of money income, if only in order 
to avoid a repeated specific reference to pecuniary means, 
which, indeed, the context will usually show to be meant. 
When real income is referred to, expressly or by obvious 
connotation, finished wealth or consumable commodities 
will be meant. Capital, as distinguished from income, 
will mean all inchoate wealth,—all things not yet in 
shape for direct satisfaction of wants. As regards the 
whole community, there is the obvious broad distinction 
between its real income, now available for satisfying 
human wants, and its possessions not so available ; and in 
this sense real income and capital will be distinguished. 
It may be admitted at once that this use of terms is not 
without its difficulties, and perhaps is not advantageous 
for all the purposes of economic inquiry. It excludes 
from the notion of capital those finished commodities 
which are needful for the sustenance and working power 
of laborers. Yet, if the central idea of capital is that of 
the apparatus which serves to make labor effective, there 
is some ground for the old-fashioned view that the sup- 
plies which sustain the workers are as serviceable to that 
end as the tools which they use. Further, the apparently 
simple distinction between finished wealth, available at 
once, and unfinished goods, needing further manipulation 
before enjoyment ensues, is not always easy to follow out 
in detail. Durable sources of satisfaction, like clothing 
and houses, not only satisfy wants for the moment, but 
may be said to contain utilities available only as time 
goes on. In this sense they are not simple income only, 
but sources of future enjoyment, very much as tools and 
materials are. On the other hand, many things bought 
with money income for the direct use of the buyer serve 
to satisfy wants indirectly, not directly,— such as a multi- 
tude of household tools. They may be real income as 
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distinguished from money income, yet fairly constitute 
a part of the non-enjoyable wealth, or “capital,” of the 
community. 

These difficulties are here mentioned, lest it be supposed 
that they have escaped attention. They need be no more 
than mentioned, because they will not prove embarrassing 
for the purposes of the present inquiry. The meanings 
just assigned to capital, to real income, to income used to 
denote simply money income, are sufficiently in accord 
with common usage to be readily understood; while the 
inconsistencies or fallacies to which they might lead for 
some inquiries will not, let us hope, be encountered in 
the comparatively simple one now to be undertaken. At 
all events, this choice of terminology may be accepted 
by the reader for the present, with any reservations he 
may choose to make as to its possible difficulties for the 
discussion that follows. 


Let it now be assumed, as the starting point in the in- 
quiry, that we have a community in which the money 
régime has reached its complete development. Let it be 
supposed that the division of labor, with its results as to 
exchange, sale, and money, has been carried so far that 
no one consumes any of the things he produces. Every 
article produced comes to market, and is sold. This is 
so largely the case in the advanced communities of modern 
times that conclusions reached on the assumption of its 
being universally the case cannot diverge seriously from 
the truth. It follows that the total product or output of 
the community is sold for money. It follows, also, that 
all income of every sort appears first in the form of a 
money receipt. All real income is thus derived from the 
use of money income. The inquiry as to money income 
becomes an inquiry as to the first step, and a most impor- 
tant step, towards the final receipt of consumable goods. 
But, while real income under these conditions is derived 
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only by the expenditure of money income, the total money 
income of the community is by no means the same as 
the money price of the real income. This total is much 
greater: it is the money price of the entire output of the 
community. Real income is the flow of consumable goods 
which are regularly reaching completion, including also 
a due fraction of the value or utility of the stores of 
durable finished goods. The output of the community, 
while including this real income, includes in addition all 
the inchoate wealth, or capital, which is being steadily 
produced. But this clear distinction between output and 
enjoyable income does not appear either in the case of 
the individual’s money income or in that of the com- 
munity’s total money income. Here income and output, 
in the first instance certainly, run together. Whatever 
is produced, no matter in what stage it may be with refer- 
ence to the final emergence of enjoyable wealth, is sold. 
Every form of output is measured by its owner in terms 
of money, and is reckoned as a receipt. The gross money 
income of all the individuals in the community is thus the 
money yield of the total output. Each producer’s net 
money income is some part, possibly the whole, of the 
receipts from the things he happens to make and sell, 
irrespective whether those things do or do not belong to 
the real net income of the community. 

Let us now suppose a simple case, perhaps never to be 
seen in the actual world, yet largely typical of what goes 
on in it, and, at all events, serviceable as a first step towards 
understanding its complexities. Suppose a capitalist, ac- 
tive in the conduct and management of a productive enter- 
prise, to own all of his plant, and to start at the outset 
with funds sufficient to pay all laborers and buy all ma- 
terials until sales are made. Such a capitalist buys for 
cash and sells for cash, pays laborers out of funds in his 
own possession, and has his assets always under complete 
and ready control. His product, whatever it be, whether 
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an article nearer or farther removed from completion so 
far as the community’s real income is concerned, yields 
him an available income as soon as sold. 

That income he is free to spend as he pleases. He may 
spend the whole of it for his own immediate pleasure. 
He may reinvest the whole of it, or, rather, may reinvest 
everything over above what is necessary for his support 
and the support of those whom he cherishes as part of 
himself. If he reinvests, he devotes this gross money in- 
come to the purchase of more materials, the enlargement 
of plant, the payment of more laborers. If he spends, he 
devotes it to the purchase of real income, of enjoyable 
wealth, for himself and those dependent on him. The 
mode in which he shall apportion his money income be- 
tween these different objects is a matter at his discretion. 

Let us now stretch still further this supposition of sim- 
ple conditions. Let it be assumed that all the capitalists 
of the community are of the sort just described,—that 
there are no idle investors, no bankers or other lenders, 
and that all buying and selling are for cash. Every ac- 
tive producer owns his own plant and materials, and every 
shopkeeper and every merchant his stock. All these per- 
sons collectively own the capital of the community ; 
meaning the real capital of the community, the inchoate 
wealth which is to be advanced by successive stages to 
completion. Further, let it be assumed that all laborers 
are hired by these capitalists. None work on their own 
aecount or sell anything but their labor. None own capi- 
tal or have any source of present income beyond pay for 
the labor of the day. They may have some accumula- 
tions in present enjoyable form, such as houses, furniture, 
food in the closet; but these must have been derived 
from income of the past. Their income for present work 
comes exclusively as pay from the capitalists. The older 
English writers constantly assumed, by implication, if not 
explicitly, that such was the situation of all laborers. 
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The assumption may be used advantageously as a point 
of departure in reasoning about the social conditions of 
modern times, if only it be not forgotten that the compli- 
cations of real life and their divergence from the simple 
assumed conditions must receive in due course a careful 
consideration. 

In such a society, then, the total money income would 
flow in the first instance entirely into the hands of the 
capitalist managers. All things produced, whether real 
capital or real income for the community, would be their 
property. Under a highly refined division of labor all 
things produced are sold ; and the money yield of all the 
output would be the gross income of the capitalists. That 
income they can use as they please. They may spend it 
all for themselves or invest it all. They may spend only 
their net income,—i.e., the excess over what they must 
use to keep intact their capital (and so the community’s 
capital),— or may spend less than their net income, and so 
cause capital to be added to. 

The laborers, on the other hand, would be dependent 
for their present income on the manner in which the cap- 
italists chose to spend their gross income. If the capi- 
talists were frugal, spent little for personal pleasure, and 
added much to their accumulations, then more money in- 
come would go to the purchase of plant and materials, 
and more to the hire of laborers. If they chose to spend 
much for present enjoyment, less money income would go 
to the laborers. There is indeed a case, of no small impor- 
tance in actual life, in which it would be immaterial to 
the laborers, at least for the time being, whether the cap- 
italists turned their income to enjoyment or to investment. 
This is where the enjoyment of the capitalists takes the 
form of abundance of personal service,— where they take 
their pleasure not in food, clothes, and adornments, but 
in footmen and maids. Here the alternative is not 
whether more shall be spent on goods, and less turned 
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over to laborers as wages, but whether wages shall be 
paid for one sort of work or another. The tendency in 
modern times, however, is for luxurious expenditure to 
take less and less the form of personal service. In the 
main, an increase of expenditure for enjoyment means 
proximately that a smaller part of money income is turned 
over to laborers; while an increase of investment and a 
disposition to add to capital mean that more is turned 
over to them. At all events, what the laborers get under 
the conditions here assumed would be determined by the 
use which the capitalists made of the money income.* 

It will be observed that money income alone has so far 
been spoken of. That money income, to serve its real 
end for laborers or capitalists, must be spent on com- 
modities. But, if we examine in what manner capitalists 
can spend the gross income which has been described 
as freely disposable by them, important limitations to the 
conclusions just stated appear. 

Real income, to repeat, is enjoyable commodities ; and, if 
the capitalists wish to enjoy, they must buy the enjoyable 
goods, which alone constitute the real income of the com- 
munity.t The quantity of such real income existing at 
any time is limited. For the moment it consists of the 
finished goods now purchasable. For the season it consists 
of such supplies of partly finished goods as can be got to 
the stage of completion within the season. It is limited 
by the quantity of materials, worked up in part or in 

* What is said in the text applies, of course, to the immediate effects of 
a change in the direction of the capitalists’ expenditure. After the first stage 
the change from investment to enjoyment means simply that laborers are em- 
ployed in one way rather than another. The later effect is on real income. 
Laborers make commodities for the enjoyment of the (potential) capitalists 
rather than for the enjoyment of other laborers. 


+ Strictly, an expenditure on servants would need to be considered, this 
being a case where immediate satisfaction and immediate real income are 
secured. It isa case in which the quantity of real income available for the 
well-to-do happens to be peculiarly elastic, and forms an exception to the gen- 
eral reasoning of the text. Quantitatively, the exception is in modern times 
probably of no great importance. 
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whole, which may be on hand, and by the tools and ma- 
chinery existing wherewith to carry on operations. The 
total real income available in any season is obviously less 
than the output of that season. In a community which 
has reached a high stage of industrial organization, which 
has spread the operations of production over a consider- 
able stretch of time, and in which a large part of labor is 
steadily given to the earlier stages of production, the out- 
put is very much larger than the real income. But the 
total money value of the output is the total money income 
of the capitalists, in the case now assumed. The real 
income which they can buy is therefore, in its normal 
money value, very much less than that total income which 
has been described as freely disposable by them. Even 
the whole of the real income available for the community 
is not, in any substantial sense, at the disposal of the cap- 
italists. They can get enjoyment only from finished com- 
modities of the kind and in the variety that their tastes 
and needs call for. A large part of the commodities now 
on hand would not serve their turn. The supply of bread 
and flour and grain at any moment is adjusted to the ex- 
pected needs of the whole mass of consumers; and, after 
our capitalists had had their fill, the rest of the breadstuffs 
would be virtually incapable of giving them any satis- 
faction. Other commodities would be too coarse for their 
tastes, or would pall long before the total available quan- 
tity was used. The effective choice which the capitalists 
would have, as to the disposal of the gross income which 
was freely theirs, would thus be confined, for the time 
being at least, within limits not very elastic. 

Limitations of the same sort appear as to the real wages 
and real income of the laborers. Like the capitalists, they 
can get for the money turned over to them only such con- 
sumable commodities as exist, or will be ready, within the 
season. We may suppose, for example, that the capital- 
ists have been moved to abstain from personal expenditure, 
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and have reinvested largely and heavily, the process in- 
volving a transfer of an increased part of their income 
to the hired laborers. Or we may suppose, to put a 
case that has played no small part in the history of the 
wages controversy, that a general trades-union of all the 
laborers has put the capitalists in a position where, under 
pain of ceasing investment entirely, they must raise money 
wages. Whatever the ultimate outcome in this much- 
debated case, it may be averred without hesitation that 
the laborers’ combination might win a victory in the first 
step in their campaign,— the advance of money wages. 
That step is the only one of which laborers or capitalists 
usually think, and, it must be confessed, is the step with 
which alone economists have too often busied themselves. 
But the real gain (apart from the joy of victory) for the 
laborers must come in the purchase of more commodities 
in the way of food, drink, clothes, shelter; and of these no 
more can be bought than there are. How elastic the in- . 
flowing supply of such commodities is for any season, how 
great and rigid are the obstacles to an immediate or rapid 
change in the available real wages, we need not discuss. 
What is plain is the existence of some limits, in the nature 
of the available supplies of finished and half-finished goods. 
The capitalists, in the case supposed, can turn the money 
income in any direction they please,— keep it all for them- 
selves or turn more or less of it over to laborers; but the 
real income which can be secured and enjoyed is in large 
degree predetermined in quantity and quality. 

All this means simply that the machinery of production 
at any given time is arranged for the supply of the habit- 
ual and anticipated wants of the community. Each indi- 
vidual capitalist produces the commodities which he has 
sold before, and which experience leads him to expect to 
sell again. The pig-iron maker has a reasonable faith 
that his iron will be bought by the maker of machinery, 
and he again that his machinery will be bought by the 
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person who means to use it in making one product or an- 
other. That process of investment and accumulation, by 
which existing capital is maintained and new capital is 
added, is thus prepared for and virtually accomplished 
before the individuals take the steps which for them are 
decisive, of turning their money income to investment 
rather than to enjoyment. The producers of luxuries go 
their way in the same fashion. Some create or maintain 
machinery for silks and satins, others prepare the raw ma- 
terial, others, finally, buy the products from the manufact- 
urer and arrange them in the shops of the cities, for the 
expected purchases of the capitalists, who will presumably 
do as they have done in times past,— spend part of their 
inflowing money receipts for enjoyment. Not least, the 
makers of the commodities for laborers continue to pro- 
duce these on the accustomed scale, anticipating the trans- 
ference of money income by capitalists to laborers, in the 
course of that continuance of investment of which the 
purchase of machinery and materials is the other part. 
The output of the season, produced and owned under our 
supposition by the capitalists as a body, is sold again to 
these capitalists as a body. They own the whole output 
at the start, and get the whole money income. A part of 
the output they buy directly either as plant and materials 
for further production or as commodities for enjoyment: a 
part is sold to them indirectly, through their transference 
of money income to the hired laborers. But the assort- 
ment of goods, finished and unfinished, that is on hand at 
any time depends not on the apportionment of their 
money income which is then made by the capitalists as 
spenders, but on the apportionment which these same cap- 
italists as producers have been expecting and planning 
for during a considerable stretch of time in the past. 

So much as to the nature and the causes of the limita- 
tions by which the capitalists would find themselves ham- 
pered during any one season in the really free disposal of 
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their income. Over a longer stretch of time the case 
would be different. Here their choice would be effective, 
not only as to the disposal of money income, but of real 
output and real income as well. 

The steps by which this real control over the product 
and the income of the community would be exercised 
need no elaborate explanation. Assume that there is a 
sudden change in the manner in which the capitalists 
choose to use their money income,— for example, that they 
become more frugal and more disposed to invest. Less of 
luxuries and comforts will be bought by them; the mer- 
chants who deal in such commodities will find trade dull; 
the series of producers who make them will in turn feel 
the depression. Eventually, less will be made; and the 
constitution of the real income of the community will in 
time conform to the new apportionment of the money in- 
comes of the capitalists. On the other hand, the money 
formerly spent on the luxuries and comforts will be 
turned in other directions. The makers of machines and 
materials will find a brisker demand for their products. 
More money income will be turned over to laborers, and 
the makers of the commodities consumed by them will 
similarly find trade good and profits “satisfactory.” <A 
shift will eventually take place in the direction in which 
the productive apparatus of the community is turned. In 
the long run it is thus true that not only the money in- 
come of the community is freely at the disposal of the 
active capitalists, but that its real income and its real out- 
put exist in such forms and in such apportionment as 
their choice determines. Allowing for the time needed 
to enable the productive apparatus to accommodate itself 
to demand, we shall find so much real income for capital- 
ists and laborers and inchoate wealth, in such quantity 
and variety as the capitalists’ use of the total money in- 
come calls for. 

We may now make the conclusions derived from this 
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analysis more closely applicable to real life by introducing, 
step for step, the complications which appear in society as 
it is organized in fact. 

In the first place, no active capitalist is in that position 
of complete independence which has been assumed,— of 
neither borrowing nor lending, of buying for cash and 
selling for cash. He buys on credit, and thus is under 
obligations to transfer part of his money income, as it 
flows in, to his creditors; while those to whom he has 
sold on credit are under similar obligations to him. As 
between the direct managers of industry, the obligations 
which thus fetter each one, do not change the case for the 
mass. Collectively, they are still free and uncontrolled 
as to the disposal of the general money income. But 
quite as important as their relations inter se are their re- 
lations to the great body of bankers, brokers, money- 
lenders, middlemen of all sorts and degrees, whose busi- 
ness it is to make advances to the more immediate 
directors of business affairs. The banks of discount and 
deposit find their chief function in such advances, and are 
the great types of this factor in the industrial world. 
Side by side with them are to be found, in every consider- 
able centre, other parts of the same credit organization. 
Brokers place loans wherever they find funds offering for 
investment over those short periods for which the regu- 
larly recurring debts of the business manager are con- 
tracted. The great wholesale houses are a most impor- 
tant and effective part of this organization. They buy 
on credit, make advances on consignments, nurse this pro- 
ducer and drive to the wall that one; themselves mean- 
while borrow largely from the banks; and play a most 
influential part in settling when and how and where 
money income shall flow into the hands of those who are, 
in the more direct and obvious sense, the directors of pro- 
duction and the employers of labor. 

In other words, the body of persons whose judgment 
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and discretion determine how the gross income shall 
be used, and what part shall be turned over to laborers, 
is much larger than the group of their immediate em- 
ployers. In the discussion of the wages-fund doctrine, 
and indeed in most academic disquisitions on wages 
and business management, this has been often lost sight 
of. The immediate employers are thought of as the only 
persons who decide primarily how and where laborers 
shall be hired, and whose resources determine what direct 
advances of wages shall be made them. In fact, the im- 
mediate employer is controlled, in greater or less degree, 
by his relations with this large and complex body of 
lenders and of middlemen. He can sell rapidly to the 
merchants who are his first customers if their judgment 
approves of his wares, and he can get advances from them 
if they have faith in his capacity and integrity. Simi- 
larly, he can borrow from the bankers and brokers accord- 
ing to his repute for success and character. If a long 
career of successful ventures and punctual probity has 
given him not only large means of his own, but a high 
standing in the business world, his immediate resources 
are almost limitless: he can secure at a moment’s notice 
the command of millions. On the other hand, a rumor 
of disaster, a revelation of dishonesty, may practically 
wipe out his means. 

Thus we must consider the resources of a large and 
varied body of persons if we would examine the immedi- 
ate source of the money wages of hired laborers. Such an 
examination, at the best, is incomplete: the inquiry as to 
the source of real wages remains the important one in the 
background. But the questions as to the machinery of 
immediate money wages are important enough; and, to 
repeat, they are to be answered only by examining the 
doings of the whole array of employers and middlemen 
and lenders who collectively form the active managers of 
industry. In recent discussions as to the source of wages 
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it has not infrequently been asked whether the funds 
of the immediate employers, available for paying money 
wages, are predetermined or limited. If any question of 
this sort is to be raised, it should be not whether the 
funds or means at the disposal of the individual employer, 
but whether those of the whole complex body, are limited. 
The answer probably would be that, while both are elastic 
within limits, the degree of elasticity and indeterminate- 
ness is much less for the whole group than for the individ- 
ual member. However this may be, it is clear that the 
control of the total output of society, and so of its gross 
money income, which was assumed at the outset to be 
entirely in the hands of the immediate producers and em- 
ployers, is exercised in reality by a much larger and more 
varied body. 


Next, we have to consider another difference between 
the real world and assumed conditions,— one of far-reach- 
ing importance for many questions of social organization, 
but less important for those here under review. The em- 
ploying capitalists—-we may now mean by that phrase 
the varied body which directly or indirectly is active in 
business management— were supposed to own all the 
capital. Separate from them, in the main, there stands 
in the modern world a great mass of investors, who own 
capital and derive an income from it, but take no direct 
part in its management. 

The investors have made loans to the active entrepre- 
neurs. They have received an engagement for the pay- 
ment of interest at stated terms, and for the eventual 
repayment of the principal. They may be conceived, for 
many social purposes, as the owners of a great part of the 
community’s capital. When a plant is erected with 
borrowed capital, the lender is in so far virtually its 
owner. Legally, he is only a creditor; while, in the eye 
of the economist, he is to be regarded for many purposes 
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as an owner of real capital. As it happens, however, 
the legal relation fits exactly the economic relation for the 
purposes of the present inquiry into the working of the 
machinery of distribution. If it is asked, who in the end 
owns the capital of the community? the answer must be, 
the idle investor, as well as the active business manager. 
But if it is asked, who controls the capital of the commu- 
nity, and first becomes owner of its total income? the 
answer must be, the active manager, indebted though he 
may be to his creditor. The output became his as it goes 
to market, and is sold; and the gross money income 
passes first into his hands. He must simply pay the stip- 
ulated interest to his creditor. In so far only is he sub- 
ject to a direct and immediate limitation in his control of 
the inflowing money receipts.* 

It may be suggested that the entrepreneur is subject to 
a further important limitation, in that he must repay the 
principal when due. But, while this is clearly the case, so 
far as the individual entrepreneur is concerned, it is not 
the case for the whole body of active managers. Investors 
usually spend for enjoyment only their income, not their 
principal. The principal, as it falls in, is reinvested; that 
is, the funds are turned back into the hands of one or 
another active capitalist, to be again at his free disposal. 
Substantially, therefore, it remains true that the existence 
of a separate class of investors affects our supposed case 
only in one point: the money income which the capitalists 
get is not wholly at their disposal, but is subject to cer- 
tain drafts for interest payments to investors. 

*Investments of what may be called the “‘ productive’’ sort are chiefly 
referred to in the text. Those large loans which are made to States present, 
in the main, a different chain of phenomena. The money income is here 
promised the investor by a public body, which in turn gets its funds by taxes, 
these funds being again derived, if the taxes are indirect, chiefly from the 
money receipts of the active capitalists ; and, if the taxes are direct, from any 
and every source of money income. Where the proceeds of the loan are used 
for public works yielding an immediate money revenue, the situation is more 
like that described in the text. 
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It may not be amiss to refer for a moment to the mode 
in which the operations of the investors are connected 
with that determination of capital through the choice of 
its owners which was referred to in some of the preced- 
ing paragraphs. At any moment the investors have put 
their principal beyond control. It has been turned over 
to the active capitalists, who have spent it for plant and 
materials or have paid it out in wages. Usually, funds 
borrowed for a considerable time from investors are spent 
for plant and other durable forms of capital, loans for 
purchase of materials and for wages payments being 
obtained from the bankers and other middlemen who are 
the active co-operators in business management. The 
plant lasts a long space. The investors have put their 
means beyond control. This irrevocable commitment of 
the investor’s means finds its other side in the irrevocable 
commitment of part of the community’s gross income to 
the form of capital. As time goes on, the plant wears out 
and is renewed; the loan falls due, and the principal is 
reinvested. These two operations go on side by side; 
not in the sense that the renewal of actual capital and 
the reinvestment of investor’s funds coincide in indi- 
vidual cases, but in the sense that, for the community at 
large, they form two aspects of the one process by which 
capital is maintained. Here, again, the actual making of 
concrete capital —of buildings, machines, apparatus, ma- 
terials — does not take place as the direct consequence of 
the investor’s decision to keep his principal intact. It 
precedes the decision, or takes place pari passu with it, 
in anticipation of that habitual reinvestment which goes 
on, as a matter of course, in modern communities. Like 
other habits, it rests on the repeated exercise of volition 
in the same direction; the effect being none the less 
caused by the exercise of a choice which, time enough 
being given, is unfettered. 

What has been said of interest payments holds good of 
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rent payments. Important and fundamental as is the dif- 
ference between interest and rent, the machinery by which 
they reach the hands of their claimants is the same. If 
the entrepreneur uses for his operations a site which en- 
ables him to achieve a given result with less outlay than 
his competitors, he will pay the price of the advantage to 
the fortunate owner of the site, precisely as he would pay 
interest on borrowed capital. If he happens to own the 
site, the inflowing receipts are so much the more com- 
pletely under his control, precisely as, if he owns all his 
capital, he is not fettered in his expenditure of the gross 
receipts by the obligation to pay interest. In neither case 
is there a distinguishable part of the total income appear- 
ing at the outset as separable interest or separable rent. 
Both represent, so far as they are distinct payments at 
all, obligations which the active business manager has in- 
curred for a specified diversion of a part of his total money 
income. They are independent of what may be in fact re- 
ceived by him in consequence of his possession of the cap- 
ital or the site: they are often different from that usual 
or “normal” gain accruing from their use, which the 
economists call true interest or true rent. They are 
simply money payments which the entrepreneur has prom- 
ised to make out of the general inflow of his income. 

The reader will readily follow the same line of reason- 
ing in other directions: to monopoly receipts, royalty pay- 
ments, and other sources from which the idle well-to-do 
and the prosperous business men get accretions of income. 
So far as the entrepreneur is owner, he gets in these ways 
additions to his unfettered means; so far as he has bor- 
rowed or hired, he has undertaken stipulated payments to 
others. The corporation of modern times presents all pos- 
sible varieties of the relation between active manager and 
idle investor. Nominally, the stockholders are a group 
of associated active capitalists. Practically, they range 
from shrewd managers to the most helpless of inactive 
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investors. Throughout, in all the complexity of the mean- 
ings and final causes of these various payments, we find 
the machinery for effecting them to be the same. In the 
last analysis the payments may be regarded as interest, or 
interest plus earnings of shrewdness, or rent, or monopoly 
extortion ; but they all come from gross receipts flowing 
first into the hands of the active capitalists, who may then 
be under bonds to make the payments to other persons. 
So much as to the mode in which the simple conditions 
assumed at the beginning of this inquiry are affected by 
the varied and scattered ownership of capital and other 
instruments of production. A different modification, and 
a more important and instructive one, comes in another 
direction. At the outset, as all capital was supposed to 
be in the hands of active entrepreneurs, so all laborers were 
supposed to be hired by them. It is time now to consider 
how far laborers, in fact, are in this condition, and how 
far the conclusions derived from the analysis of the simple 
case need to be modified in regard to the laboring classes. 
Clearly, in almost every country great numbers of per- 
sons who are usually spoken of as laborers are not hired 
by capitalists. It happened that in England, at the time 
when the classic economists were developing their system, 
a larger proportion of manual workers were in this situa- 
tion than has been the case in any other time or place: 
hence the easy assumption of such conditions by these 
writers, and hence (in good part) their easy acceptance of 
the wages-fund doctrine. But even in England there were 
and are unmistakable exceptions. Cobblers, carpenters, 
cabmen, ply their trades independently, either owning or 
hiring the tools. In other countries the exceptions are 
more important and numerous. The tillers of the soil, 
who in England are employed by capitalist farmers, else- 
where are very commonly owners or tenants. In countries 
like France and the United States, millions of men whose 
work is mainly hard, monotonous manual labor are owners 
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of plots of land, and as independent of hire and of stipu- 
lated wages as any great employer. On the continent of 
Europe, generally, the methods of production on a great 
scale have not permeated manufacturing industry as much 
as in English-speaking communities; and the independent 
artisan holds his own in larger degree against the capi- 
talist producer. The blacksmith, the carpenter, the shoe- 
maker, the weaver, have nowhere been entirely crowded 
out by the factory, with its régime of hired workmen. In 
many countries such laborers still form a large part of the 
body of persons whose income is essentially reward for 
physical exertion. 

The question may indeed be raised whether such inde- 
pendent workers can be said to get simply wages. They 
usually have some capital. Indeed, they must have some 
small possessions of their own, in order to maintain their 
position of independence. ‘They may perhaps be de- 
scribed as capitalists, and as receiving something different 
from wages, this term being confined to the hired work 
men who get stipulated sums from employers. Any one 
who is familiar with the traditional plan of economic text- 
beoks, inherited as it is from the classic days, will see 
with how uncertain a voice most writers have spoken 
on this topic. Distribution is usually divided into the 
rubrics of wages, interest, rent; profits being sometimes 
added of late years as a fourth independent constituent. 
Wages are described to mean any reward for immediate 
exertion, regardless of the mode in which the reward 
comes. In the detailed discussions of wages, however, 
the case of the hired laborer and of what the employer will 
pay him occupies the chief place. In every-day speech, 
too, this is the person whom we think of as receiving 
wages; and the large array of persons who get a return 
for labor in a different way are left without any distince- 
tive designation. 

The same question of classification and nomenclature 
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appears in the suggestion that the independent workman 
is to be regarded not as a laborer, but as an entrepreneur. 
So considered, he would be said to receive not wages, but 
that mixed and vexed income which Mill called wages 
of superintendence, and which in our own day is en- 
titled sometimes business profits, sometimes profits simply, 
sometimes manager’s earnings. And, certainly, a good 
degree of justification for this course is to be found. 
The gap between the poorest independent craftsman and 
the great employer, whom we think of as primarily a capi- 
talist and as earning something different from wages, is 
filled by a series of different workers, among whom it is 
hard to find any sharp line of division. Where do busi- 
ness profits cease, and mere wages begin? 

We need not stop for any prolonged consideration of 
this question, which involves not only matters of terminol- 
ogy, but very substantial problems. Probably the best 
plan for the exposition of distribution at large is to follow 
the tradition of describing all reward for exertion as 
wages, thereafter pointing out how various are the forms 
of exertion, and how different the causes which affect 
the reward of different sorts, and going so far as to give a 
special name, such as business profits or manager’s earn- 
ings, to the return for some peculiar kinds of work. 
Certainly, for most purposes of classification, we should 
not be consistent if we drew the line between wages and 
not wages according to the bare independence of the 
workmen. The cobbler who works alone in his petty 
shop gets in the main a return for labor as much as the 
workman in the shoe factory. The pedler and the shop- 
keeper’s assistant, the small farmer and his hired workman, 
all earn an income by labor. No doubt the shrewdness 
and judgment of the farmer or pedler affect his income, as 
the skill and capacity of the hired workman affect his. 
No doubt, too, the class of which the farmer and pedler 
are types own some of the instruments of production, cap- 
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ital or land, and get their earnings in the course of using 
such instruments. But the earnings come, in a multi- 
tude of cases, without that conscious consideration of the 
income-yielding possibilities of capital and land which ac- 
companies the work of the large capitalist and large land- 
owner. Theoretically, the earnings may be parcelled off 
as partly interest, partly rent, partly wages. Practically, 
they come in as the return for so much work, shrinking 
or swelling with the fortunate or unfortunate use of 
such labor and capital as the individual may have at his 
disposal. 

But in one important respect the receipts of. the inde- 
pendent laborer, even though they be regarded for most 
purposes as wages, are to be put in the same class as those 
of the well-to-do capitalists who were supposed at the out- 
set of the present inquiry to be the only owners of capital 
and the employers of all laborers. The independent work- 
man gets a primary, and not a derivative, share of the . 
total income of society. With regard to the machinery by 

‘which distribution is accomplished, he belongs in a differ- 
ent class from the hired laborer, and belongs in the same 
class us the active capitalist. He becomes legal and abso- 
lute owner of a part of the output of society, and so comes 
into direct control of part of the gross money income. He 
may be fettered by debt, as his fellow on a large scale may 
be; but he is dependent on no fixed bargain for the 
money income which will serve him to procure a share in 
society’s real income of consumable goods. Herein his 
situation differs essentially from that of the hired laborer, 
and herein the phenomena of real life differ essentially 
from those assumed at the beginning of this inquiry. The 
hired laborer gets his money in» ae as the result of a 
bargain by which he sells his working power for a space. 
The independent workman gets his money income directly 

from the sale of what he makes. The situation is not al- 
ways advantageous to the latter. The peasant proprietor 
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and the petty craftsman do not necessarily prosper more 
than the hired mechanic. But the hired workman is di- 
rectly dependent for his money income on an employing 
capitalist: the independent workman is not. 

For an understanding of the machinery by which dis- 
tribution is accomplished in modern times, the classifica- 
tion of sources of income should thus be different from 
that to be adopted for an explanation of the fundamental 
causes. For the latter purpose the different sources of 
income may still be appropriately divided into wages, in- 
terest, rent, with possibly business profits as a fourth term. 
But, so far as the concrete mode in which money income 
(and this is the first step to real income) reaches different 
hands, we must put on one side all the independent pro- 
ducers, whether they conduct operations on a large scale 
or on a small; on the other side, all receivers of stipu- 
lated interest or stipulated rent and all hired laborers. 
The former get a primary, the latter a derivative, share of 
the total income of society. 

Both the primary and the derivative shares, as they 
appear in fact, may or may not be what the economist 
would analyze as simple incomes. The independent 
producers may be great capitalists; and their net receipts, 
separated into the constituent parts which are important 
for the permanent explanation of things, may be made 
up of interest, and rent, and wages ordinary and extraor- 
dinary. Or they may be small fry, in whose earnings 
wages for very common sorts of labor play so large a 
part that the other constituents may be dropped from 
consideration. The other dependent persons may similarly 
get mixed or simple incomes. The interest paid by a 
corporation may stand in part for natural advantages 
which have been capitalized and converted into a bonded 
debt, that which is interest in form being thus rent in 
substance. On the other hand, the payment which, in 
ordinary parlance, is rent for a building or for a plot of 
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land is usually a mixture of the rent and interest of the 
economist. Concrete wages, too, may be a complex re- 
turn, including, in the case of a highly trained workman, 
not only wages for labor, but interest for the capital 
sunk in his education. Thus distribution, as analyzed in 
its last elements, is an abstraction. Its demarcations 
rarely correspond to the actual receipts which are seen 
in the industrial world. It may explain the situation, 
and in that larger sense describe it; but it does not de- 
scribe with accuracy the direct phenomena. On the other 
hand, the analysis of distribution, which has formed the 
subject of this paper, presents the literal facts of the case. 
The incomes of independent producers, large and small, 
are the primary sources of distribution. Interest pay- 
ments, rent payments, wages of hired laborers, are deriv- 
ative ; and their recipients may be described as dependent. 


The point has now been reached where we can observe 
the differences, in their relation to capital, between the 
wages of the hired laborer and those of the independent 
workman. The hired laborer is undoubtedly dependent 
on capital, and gets his wages from capital, in a sense in 
which the independent workman is not. His money in- 
come, the first and the essential means towards getting 
a real income, is turned over to him by capitalists. It 
comes from funds in the possession of a body of which his 
immediate employer is a member, and which includes all 
the active co-operators in the management and control of 
industry. Except in so far as he has made a contract cov- 
ering some length of time, his wages depend recurrently 
on their disposition to use for productive operations their 
inflowing money receipts. In this sense, his earnings 
depend on a wages fund,—on the sums which the em- 
ployers judge it expedient to turn to the hire of labor. 
And, in this sense, the independent workmen evidently do 
not depend on capitalists, or on a wages fund. 
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In another sense, all workmen, whether hired or inde- 
pendent, get their wages from capital, and are dependent 
on a wages fund. This is in the sense that all real in- 
come comes from consumable commodities, that these are 
the product of past labor, that the supply of them availa- 
ble for fresh use at any time is small, and that the supply 
for any considerable stretch of time exists mainly in the 
form of inchoate wealth. The real income of all classes 
in the community comes from past product, and in the 
main from real capital. This is a very different wages- 
fund doctrine from the other. It will hold good under 
any conditions of society, so long as the arts are carried 
on in such manner that a long stretch of time elapses be- 
tween the beginning and the end of the successive steps 
in production. 

These two things have been curiously interwoven and 
confounded in the long controversy over the source and 
measure of wages. The wages-fund doctrine, in the form 
in which it so long held sway, was supposed to apply 
primarily to laborers hired by capitalist employers. It 
was supposed, rather than explicitly stated, so to apply; 
for the limitation was more often tacitly assumed than 
pointed out in terms. Adam Smith’s brief but pregnant 
paragraphs had connected the payment of wages from 
capital with their payment from the funds of em- 
ployers. Scarce one workman out of ten in Europe, he 
remarks, is an independent artisan : hence the wages of the 
great mass depend on what the masters can and will pay 
them. Later English writers had the same organization 
of industry in mind, though they did not often say so. 
While their theories were stated in general terms, they 
were framed with an eye to the conditions and the needs 
of the England of that day, where, as it happened, the 
great mass of laborers were of the hired and dependent 
class. Ata later stage in the discussion, it was more 
often pointed out in express terms that hired labor alone 
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was meant to be within the scope of the wages-fund doc- 
trine. When the whole subject then came to be over- 
hauled, it was seen that this assumption had been more or 
less overtly made, and the avowed scope of the doctrine 
was accordingly limited. Its advocates set forth that it 
pretended to do no more than explain how the wages of 
hired laborers were determined. Its opponents accepted 
the limitation, and retorted either by pointing out how 
large was the number of cases left unconsidered and 
unexplained or by questioning whether it could be main- 
tained even within the chosen limits. 

Yet in fact, for the solid truth which underlay the doc- 
trine as to real capital and real wages, it was not neces- 
sary to exclude from its pale all other than hired laborers ; 
while, on the other hand, so far as these hired laborers 
were concerned, the support which it got from their rela- 
tions with their immediate employers was a treacherous 
one. None other than these direct employers were usu- 
ally referred to as the holders of the funds on which 
laborers were dependent. When it began to be asked 
whether the money funds which they could pay laborers 
were rigid or elastic, the only possible answer was that 
nothing in the nature of a predetermined fund existed, 
and that the sums which they had at command, whatever 
causes might affect them, were not in the nature of an 
accumulation that was fixed once for all when the bargain 
between them and their workmen was made. With this 
negative answer the whole traditional mode of dealing 
with wages and capital was given up. It was forgotten 
that in an important sense hired laborers are primarily 
dependent for their wages on the funds which the whole 
body of active capitalists can and will turn over to them, 
and that in a still more important sense all laborers, hired 
or independent, get their real remuneration from that 
product of past labor to which the classic economists had 
given the name of capital. 
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One further topic may be touched, before this length- 
ened inquiry is brought to a close. So far as the machin- 
ery of distribution is concerned, the receivers of rent and 
interest payments, and the hired laborers, have been de- 
scribed as alike getting derivative incomes and as in that 
sense alike dependent. It may be asked whether there is 
any greater degree of dependence for the laborers than for 
the others. 

In one respect the laborers are certainly more depend- 
ent. The engagements with them are usually for a 
shorter period of time. The active capitalist often binds 
himself for years with those to whom he pays rent or in- 
terest; for weeks only, as a rule, with those to whom he 
pays wages. This is not always the case. The growing 
strength of organization among hired laborers has led in 
modern times to more permanent engagements, in which 
both sides bind themselves for months or a year. Usu- 
ally, however, the contract with the hired laborer covers 
a brief period. He is liable to be called on at short notice 
to show his strength in bargaining with the employer. 

The longer term over which the rentier (to use that 
convenient Continental term) makes his bargain is not 
always to his advantage. He commits his principal irrev- 
ocably for a series of years, and takes his chances that 
his debtor, the active capitalist, will repay it when the 
loan falls due, being meanwhile powerless so long as the 
interest instalments are met. That investor whose stipu- 
lated income would be called by the economist rent is 
indeed, usually, in a more assured position. The natural 
site or resource which enables him to get the entre- 
preneur’s promise of stated payments is likely to endure 
in another’s hands as well as it would in his own; and, if 
his rent does not appear punctually, he usually finds its 
source unimpaired when he retakes possession. But so 
far as the investor of capital proper, the recipient of true 
interest, is concerned, the advantage which he may have 
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over the laborer, from the more permanent nature of his 
contract with the business manager, is conditioned on the 
care and judgment with which he selects his creditor. 
Economic history, ancient and modern, presents a plenty 
of cases in which the greater surety of the investor’s posi- 
tion over short periods has proved his ruin in the long 
run. 

Much has been said of late years in regard to another 
phase of the hired laborer’s dependent position, — the im- 
portance of his strength in bargaining. Recurrently, as a 
rule at short intervals, the contract on which his income 
depends must be renewed. If he stands alone, if he has 
no savings from past income which would enable him to 
wait and see what the market offers, if he is ignorant and 
generally helpless, he bargains at great disadvantage. If 
he is banded with his fellows, if he possesses the where- 
withal to make a trial of strength, and if he has shrewd 
and well-informed leaders, he bargains to the best advan- - 
tage. The strength which the trades-union gives the hired 
laborer in dealing with his employers was not doubted even 
in the days of greatest faith in the natural laws which 
were supposed to regulate economic phenomena in gen- 
eral and wages in particular. No one would question it 
in these less conservative times. The bargaining of the 
outside investor with his active creditor is not affected, in 
fact, by factors so very different from those just mentioned. 
Usually, he can wait a bit for his income. Therein his 
ordinary position is better than that of the hired laborer. 
He is often, but by no means always, reasonably shrewd 
and intelligent, and knows what the general market af- 
fords. He gets advice, which may or may not be good, 
from the large class of bankers and brokers who make a 
business of placing investments. As to his legal position 
and the mode in which the machinery of justice enables 
him to enforce his claims, he may have been in former 
days better cared for than the hired laborer who is also 
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a creditor of the active capitalist. But the mechanic’s 
liens of modern legislation give the workmen much the 
best of it here, apart from the fact that the more rapid 
recurrence of his stipulated payments diminishes the sum 
which at any one time is at stake. 

This brief notice of some aspects and effects of the hired 
laborer’s dependent position will serve to explain the sense 
in which the term “dependence” is to be understood. 
We may keep far from that pessimistic view which finds 
its expression in the turgid description of the laborer as 
the slave of the employer, without going to the opposite 
extreme of concluding that the laborer is no worse off than 
the investor, because both alike are dependent for income 
on what the active business manager has promised or will 
promise to pay them. Neither the helpless widow and 
orphan nor the down-trodden laborer—two familiar 
figures confronting each other in the literature of social 
controversy — are really typical of the practical outcome 
of this dependence. As to the hired laborer, his position 
does indeed show that the ownership of wealth in modern 
societies is very unequally divided, and in so far is not 
consistent with the ideal organization that would doubt- 
less bring the maximum of human happiness. But it is 
consistent with a steady improvement in his condition, in 
his place and power in the community, and in his sources 
of happiness ; and, therefore, we need not despair —men, 
manners, and morals being what they now are—if it is 
perhaps the only position he is likely to have for a long 


time in the future. 
F. W. Tavssia. 
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FRIEDRICH ENGELS. 


Reapers of this journal will have heard with peculiar in- 
terest of the death of Friedrich Engels, the last of the four 
who have claims to the founding of scientific socialism, Of 
the others, Rodbertus and Lassalle have long since joined the 
majority, and Marx has been in his grave twelve years. But 
Engels survived till August 5, 1895. Though not the first in 
point of originality and brilliancy, he was behind none of the 
others in powers of work and devotion to his cause; and a 
great part of his writings is of permanent value. We are 
bound to recognize the service rendered to political economy 
by scientific socialism. Socialism will be always with us. If 
it is scientifically fruitless as a Utopia, as a science it means 
serious economic study,— not less serious because aimed event- 
ually at the lessening of human suffering. 

In another part of this issue will be found an account by 
Professor Lexis of the third volume of Das Kapital, edited 
by Engels from the manuscripts of Marx. No one can read 
the preface to this volume without realizing the immense 
labor the editor has unselfishly spent in giving to his friend’s 
papers something like an intelligible order, and rescuing his 
book, so far as could be, from the reproach of incompleteness. 
It should be remembered also that the publication of the 
second volume* involved no less toil,—toil in putting the 
manuscripts into shape, and even in deciphering the bad hand- 
writing of the author. In comparison with this Herculean 
task, it must have been an easy matter for Engels to add, in 
his preface to that second volume, his vindication of the orig- 
inality of Marx against the champions of Rodbertus. Yet the 
vindication is of considerable value not only for its arguments, 


* Reviewed by Professor Lexis in the Jahrbiicher fiir Nationaloek te, vol. 
xi, (1885) pp. 452-465, 
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but for its references to economic literature. That there 
should be special pleading and over-anxiety to acquit Marx 
of all shortcomings is pardonable in a man who has at all 
times so disinterestedly identified himself with his departed 
friend; and a certain acerbity of tone can be forgiven to an 
old campaigner. 

Engels was born at Barmen, in Rhenish Prussia, on Novem- 
ber 28, 1820. His father, a wealthy cotton manufacturer in 
that town, passed him early into the business, and, as soon as 
he had served his year in the army as Freiwilliger, sent him 
over to the English branch of the firm at Manchester (1843). 
Coming with a mind well prepared, he laid deeply to heart 
what he saw in the northern districts of England in one of 
the darkest times of their history. The result was his remark- 
able book on The Situation of the Working Classes in Eng- 
land (1845), written in German. It is dated from Barmen, 
March 15, 1845; but Engels was by that time out of touch 
with business, and the factory in either branch saw little of 
him for the next five years. He had joined with Marx and 
Ruge at Paris in conducting the Deutsch-franzédsische Jahr- 
bacher, 1844, for which short-lived paper he had written A 
Criticism of Political Economy and a sympathetic review of 
Carlyle’s Past and Present. He went with Marx to Brussels 
and Cologne, and was author with him (1845) of the Holy 
Family, an attack on Bruno Bauer and other former friends, 
now bitter enemies. He was editor with Marx (1848-49) of 
the Neue Rheinische Zeitung. The famous Communistic 
Manifesto of 1848 was their joint work. In 1849 Engels 
fought on the republican side in the luckless rising in Baden, 
after which, a not unwilling exile, he spent twenty years in the 
Manchester factory. Retiring from partnership in 1869 with 
an ample competency, he spent the rest of his life in London, 
where, on the death of Marx in 1883, he became the oracle of 
his party, more especially the German section of it. His wife 
(an Irish lady) died some years before him, and he has left 
no family. 

As long as Marx lived and even afterwards, Engels effaced 
himself, and appeared as the willing follower. Yet it is owing 
to Engels quite as much as to Marx that socialism became 
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both “scientific” and international. Engels helped to build up 
the theory of Surplus Value and the Brazen Law of Wages, 
the sources at least of valuable economic discussion, though 
not impregnable to criticism any more than essential to so- 
cialism. He was with Marx the director of the Interna- 
tional, at one time so formidable. His book on Herr Diathr- 
ing (1878) shows the range of his powers perhaps more than 
any other of his writings; but even here Marx is in the fore- 
ground. The relation of the two men may be compared to 
the relation of Darwin and Wallace. As Mr. Wallace’s Dar- 
winism is in many ways more telling than the Origin of 
Species, so for a lucid statement of the historical, philosoph- 
ical, and economical basis of scientific socialism we should 
go rather to Engels’s book on Herr Dihring than to any work 
of Marx. The gift of exposition appears in the more popular 
Development of Socialism from a Utopia to a Science (1883) 
and in Ludwig Feuerbach (1888). The smaller writings of 
Engels make a long list, going down to the Contribution 
& P Histoire du Christianisme Primitif in the present year 
(in the Devenir Social, Paris, April and May, 1895), and 
including two remarkable papers on Russia in Time for 
April and May, 1890. 

He was a good linguist, and was widely read in science and 
literature. His natural tenderness, humor, and good humor 
appeared little in his books, but endeared him to his relatives 
and friends. He was to the end too uncompromising, and 
perhaps, like all enthusiasts, too inclined to believe that he who 
is not wholly with us is entirely against us. He bequeathed 
to August Bebel and Paul Singer, members of the German 
Reichstag, his books and copyrights, and £1,000 in trust, to be 
applied in furthering the election to the Reichstag of such 
persons as they may think fit. Possibly to avoid the appear- 
ance of superstition or more probably from a sentiment of 
real sublimity, he directed in his will that his remains after 


cremation should be thrown into the sea. 
James Bonar. 
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REAL ISSUES CONCERNING INTEREST. 


Prorerssor v. Boum-BaweErk is entitled to the last word 
in the pending discussion. I will neither repeat my former 
argument nor extend it, but will gladly accept the verdict to 
which readers may be led by a study of the discussion already 
published. It is desirable, however, that unnecessary mis- 
understandings should be removed. Evidently, I have not 
made my own meaning entirely clear to my eminent opponent ; 
and a word of explanation may make it clear, and thus con- 
fine attention to real issues. I have not fallen into the partic- 
ular misunderstandings of Professor v. Béhm-Bawerk’s theory 
that in his last article he attributes to me. 

1. Quoting from my article in the April number of this 
journal, Professor v. Béhm-Bawerk makes me say that he has 
recently “introduced into the problem for the first time” the 
case of money, for a certain test purpose. The important 
words “for the first time,” do not occur in my article. More- 
over, the term “introduced” was not used in that special 
sense which might have implied that the term had not been 
used before. The case of money was introduced, or inserted, 
into the argument in The Positive Theory of Capital, and 
again in the article referred to. 

2. I hold an abstinence theory of the origin of capital. In 
this view, a man who accumulates capital denies himself some 
present gratification in order to do it. He very rarely goes 
hungry in consequence of saving. As a rule, he does not cut 
very deeply into his current indulgences. In every case in 
which he adds to his fund of productive wealth, he must cut 
off some pleasurable outlay that he might otherwise have 
made. By extending the lines of railroad that he owns, the 
multi-millionaire denies himself the enlarging of his palatial 
residences. 

I am, therefore, definitely precluded from attributing such 
an abstinence theory as this to Professor v. Béhm-Bawerk, 
and then criticising his system on that account. Moreover, it 
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could never occur to me to attribute to him so crude an absti- 1 
nence theory as the one that he has disclaimed and criticised. 
Not for a moment have I understood my clear-sighted oppo- . 
nent as claiming that the capitalist “suffers want or hunger 
during periods of production.” I have understood that in 
Professor v. Bihm-Bawerk’s theory the capitalist is made to 
relieve the laborer from the necessity of suffering want and 
hunger during such periods. It is my own claim that he could 
not do this without in some way trenching on his own imme- 
diate gratifications. If the so-called periods of production 
have the power to make laborers wait for consumers’ goods, 
unless the capitalist relieves them, then the capitalist must 
wait for something if he does thus relieve them. Where A 
advances something to B, and later receives something from 
B, A does “vicarious waiting.” The theory that the periods 
of production involve such waiting is what I have attributed 
to Professor v. Béhm-Bawerk; and my criticism would not 
be refuted if it were shown that the capitalist who takes the 
necessity of waiting upon himself does this without cutting , 
off a single indulgence. 
If we were to think of the capitalist as having in his posses- 
sion concrete consumers’ goods of a definite kind, and in such 
abundance that he could not possibly use them at once, he 
might then make over some of them to laborers with no absti- 
nence whatever on his own part. If we think of him as hay- 
ing not usable goods of determinate kinds, but a command of 
wealth undeterminate in kind, we could not make him advance 
any of this wealth without abstinence. He would have to re- 
press, for the time being, some of his own limitless wants, A 
man with a carload of bread at his disposal might feed 
laborers with the superfiluity of it, and suffer in no wise there- 
for himself. The man with a hundred thousand dollars’ worth 
of whatever he wishes cannot take a part of this resource in 
the form of a carload of bread, and present it to laborers, 
without abstaining from the luxuries that the resource would 
otherwise have yielded. 
3. The contention that vicarious waiting, if it is done at all, 
must involve abstinence, is mine. . The view that such waiting 
is done — independently of the question whether it costs the 
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capitalist anything or not —is what I have attributed to Pro- 
fessor v. Béhm-Bawerk. The thought that a capitalist would 
need to go hungry in order to relieve hunger was so far from 
my mind that I may not have adequately guarded the lan- 
guage of the recent article against the danger of conveying 
such a meaning. On the other hand, the view that a capitalist, 
if he were to make an advance to laborers out of wealth that 
he can command in any form in which he may choose to take 
it, must do it at some present cost to himself, is inseparable 
from my thought; and in most statements on this point I 
should not find it necessary to make the distinction between 
vicarious waiting and vicarious abstaining. 

For a phrase that is not carefully guarded against a mis- 
understanding the danger of which did not occur to me, I ac- 
cept all due responsibility. What, as is to be hoped, may now 
be clear, is that I have attributed to Professor v. Béhm-Ba- 
werk the theory that a capitalist does vicarious waiting. In 
my own view, he could not do this without a certain vicarious 
abstaining. In no possible view would the abstaining go to 
the length of assuming the privation from which the act re- 
lieves the laborer. 

The entire point that I intended to raise is this: Where 
does waiting or abstinence in reality occur? Does it connect 
itself with the periods of production? Yes, if a capitalist ad- 
vances wealth in some form to laborers at the beginning of 
such a period, and in return gets something from them in the 
end. No, if such an advance is not made. My whole conten- 
tion here is that, in static industry, and in connection with the 
periods of production, no advance whatever is made. Just 
here the worker is not relieved from waiting, and the capital- 
ist is not made to wait. Jn the original creation of capital 
there is abstaining, and here only. The periods of production 
do not inflict the necessity for abstaining or waiting on any 
one. The location of the abstinence or waiting is the sole 
point in question ; and, as my view concentrates it into the act 
of creating new capital, which is a dynamic phenomenon, this 
view removes it entirely from static industry. 

4. It is my contention that the average period of produc- 
tion, as well as particular periods, might conceivably be made 
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longer without creating a condition in which either the bur- 
dens or the gains of industry would be larger than before. 
If the lengthening of the average period were accomplished 
in a way that entailed an accumulating of new capital, then 
there would be involved both abstinence and an increase of 
production. Conceivably, the lengthening might be effected 
without this. We might then have an unchanged rate of in- 
terest on a fixed amount of capital, with varying lengths of 
the average productive period. We have only to multiply 
such illustrations as were suggested in the former article to 
have in view one possible way in which the change of length 
of the average period might take place. 

There are real and important issues to be settled. Is a 
distinction to be made between permanent capital and that 
perishable and renewable tissue of capital that I have called 
capital goods? Is waiting, or the postponing of pleasure, en- 
tailed solely by the original creation of permanent capital? 
Are we to distinguish between the static and the dynamic 
phenomena of industry, and connect time sacrifices wholly 
with the dynamic phenomena, while interest is static? ~ 
Would time sacrifices cease, and would interest continue, if 
industry were reduced to a static condition? Could the aver- 
age period of production, which would exist in a static indus- 
try, be made longer without necessarily affecting the quantity 
of capital or the rate of interest? If these things are so, then 
the rate is not dependent on that average period. Again, 
could this period be made longer dy means of an increase of 
capital without affecting the rate of interest? If so, the rate 
is dependent on the amount of the permanent fund. These 
are the issues. Germane to these are such further problems 
as the question whether time sacrifice, wherever it be located, 
involves abstinence. 

In such discussion of these topics as I have offered, by no 
means all the considerations advanced have been offered as 
though they were in opposition to views of Professor v. Béhm- 
Bawerk. Certain points I should be certain in advance that 
he would agree with. The two theories under consideration 
have a large area of coincidence; and it is to be hoped that, 
by further and more complete formulation of the differing 
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views, this area may be increased. There is a field of real 
disagreement, and here only one of the theories can be cor- 
rect. The test that has to be made of them does not extend 
to an estimate of their value. It may be that the one that is 
the less correct may be scientifically the more fruitful. 


Joun Bates 


RABBENO’S AMERICAN COMMERCIAL POLICY. 


Proressor Rasseno’s book* appeared in Italy in 1893, 
under the title Protezionismo Americano, and has thus been 
before the public for several years. The English transla- 
tion, however, now brings it within reach of a much larger 
number of interested readers, especially in the country whose 
commercial policy it discusses. The fresh appeal thus made 
for the attention of the English-speaking public renders it ap- 
propriate to give some account of the contents of the book 
and some estimate of its value. 

There is always a gain in objectiveness when political and 
economic questions are approached by a foreigner; and in the 
present case the gain is made the more distinct by the qualities 
of the foreign observer. Professor Rabbeno belongs to what 
it is the fashion to call the historical school. At all events, he 
has no great faith in general principles one way or the other; 
has no enthusiasm, hardly a predilection, for either protec- 
tion or free trade; is willing to admit that one system or the 
other may be advantageous in different periods; and is chiefly 
interested in the connection of a protective policy with the 
general industrial development of a country. Hence in this 
series of essays he sets an example of unbiased discussion 
which may be warmly commended, and which will certainly 


*The American Commercial Policy. Three Historical Essays. By Ugo Rab- 
beno, Professor of Political Economy in the emai of Modena. London and 
New York: Macmillan & Co. 
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be welcomed by the enlarged circle of readers now reached by 
the English version. Whether or no his specific conclusions 
are accepted, the temper in which he approaches them is ad- 
mirable. In general, the book is fair, reasonable, and accu- 
rate; and the reader who got his information from this 
source alone would have, on the whole, a very just concep- 
tion of the history of the tariff controversy in the United 
States. 

Not only is Professor Rabbeno cool and judicial: he is also 
careful and complete. Living as he does at a great distance 
from the country whose history he investigates, he has been 
compelled to rely very largely on second-hand sources of in- 
formation. But these he has examined with painstaking in- 
dustry, and with surprising success in keeping clear of errors 
of fact. All the accessible sources he has examined with care; 
and such occasional inaccuracies as appear, are to be ascribed 
to the ill-digested volumes from which he has often had to 
draw his information. 

Further, this book is the only one which endeavors to pre- 
sent a complete view of the whole course of protection in this . 
country. Beginning with the colonial period, it examines the 
policy of England towards the colonies, the effects of the mer- 
cantile system, and the legislation of the colonies themselves. 
Then comes the tariff history of the United States since 
1789; and, in conclusion, an examination of the theory of pro- 
tection as set forth by American writers. This last takes the 
form of a series of essays on the four writers who are sup- 
posed to present theories characteristically American,— Alex- 
ander Hamilton, Frederic List, Henry C. Carey, and, in our 
own day, Professor Patten. 

Thus we have a broad view of all aspects of the subject. 
In fact, the view is too broad. <A good part of the matter in 
the first and third parts of the book hangs but loosely to its 
proper subject. There is an extended discussion of the char- 
acter and justification of the mercantile system, which might 
find a place as well in the tariff history of any other country, 
and which adds nothing to what has been said on this topic 
in very familiar books. In the essay on Hamilton there is 
a similar extended discussion of Hamilton’s financial views, 
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which are indeed connected with his opinions on protection, 
but not so intimately as to warrant this long digression. The 
entire essay on List hardly belongs in the volume; for, though 
List wrote a significant early essay on American conditions, 
his distinctive place in the history of economic thought and 
his real influence are to be found in Germany. And even in 
those parts of Professor Rabbeno’s volume which are not sub- 
ject to any reproach of direct digression there is repetition 
and liberal reaching out. The besetting temptation of the 
professor, to expand freely and to exhibit large stores of 
thought and knowledge, has not been fully resisted. Even 
the complete survey of American protection which he en- 
deavors to give might have been advantageously presented in 
smaller space. 


At the close of every such volume the reader asks himself 
what are its main lessons, and what is its contribution to the 
general principles of economics; what its answer as to the 
good or ill effect of a protective policy, and what its conclusion 
as to the position of such a policy in the theory of economics 
at large. Professor Rabbeno’s results on these fundamental 
questions are characteristic of a trend of thought now much 
in vogue in Italy; and, in the opinion of the present writer, 
they are the least successful parts of his work. The varying 
periods of protection and free trade in the United States, he 
finds, are the consequences of the struggles and bargains of 
the dominant classes,— the capitalists and land-owners. The 
prosperity of the community at large enters into them but 
little. The tariff controversy is connected mainly with the 
selfish desires of the ruling industrial powers, and will con- 
tinue fruitlessly until, in course of time, with the evolution of 
some better economic and social system, the whole question of 
free trade or protection disappears of itself. 

Just what is the nature of the treatment which Professor 
Rabbeno thus adopts will appear more clearly if we consider 
in detail some of his conclusions as to specific periods in 
American tariff history. An earlier period, 1807-30, is de- 
scribed, accurately enough, as one of transition from the 
domestic to the capitalistic system of industry. But it is also 
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described as a period during which the capitalists, finding 
labor scarce, land free, and wages high, resorted to protection 
as a means of lowering wages and fettering workmen; the pro- 
tective policy being thus a species of machination of the capi- 
talist class. It is pointed out, to be sure, on the lines of the 
familiar young industries argument, that this policy led to in- 
dustrial progress and to more effective methods of production. 
But its adoption is supposed to have sprung from the selfish 
pressure of the capitalist class. This version of the case it 
would be impossible to support by contemporary evidence. 
No doubt it is true that the efforts of the producers who get 
benefit from protective duties always have a large share in 
bringing about their adoption. But the abiding force that 
led to the protective tariff legislation of the period between 
1816 and 1832, was the belief of a large majority of the people 
in the Northern States, irrespective of classes, that such legis- 
lation would benefit the community as a whole. Whether or 
no this belief was well founded, it was the force on which the 
protective movement rested, and without which pressure from 
the manufacturers directly engaged in protected industries 
would have availed little. As to pressure from capitalists as 
a body, there simply was none. Here, and indeed throughout 
Professor Rabbeno’s speculations on these general topics, cap- 
italism and capitalists are spoken of as if all such persons were 
banded together, pursuing a common aim and exercising 
unitedly a single pressure on legislation. So far as tariff his- 
tory is concerned, this is a myth. There never was an organ- 
ization, conscious or unconscious, of the capitalists at large, 
with a view to modifying the tariff in one direction or another ; 
and to explain the varying current of legislation by reference 
to such class influence is, in the opinion of the present writer, 
to simplify history at the expense of truth. 

The same objection may be urged even more strongly 
against the interpretation of later events from the play of con- 
flicting social forces. In 1830-60, we are told, free trade 
was adopted as “a compensation to the agrarian interests” ; 
i.e, to the South, where the laborers were slaves, Capital- 
ists, in general, no longer needed protection, and therefore as- 
sented to the concession of free trade to the landed interest. 


| 
= 


106 QUARTERLY JOURNAL OF ECONOMICS 


Here, again, we have the suggestion of a bargain between the 
capitalists as a body and the land-owners as a body,—a version 
curiously at variance with the diversity of occupations and 
interests among the capitalists of the North, and the enormous 
gap between the slave-holders of the South and the great 
farming population of the North. The facts of the case are 
much less simple, yet in no way mysterious. The ups and 
downs of political parties; the long rule of the Democratic 
party, and the supremacy of the South within it, during the 
generation preceding the Civil War; the decline of the popular 
feeling for protection in the North; the slavery question push- 
ing the tariff into the background; not free trade at all, but 
a period of moderated protection, beginning only with 1846,— 
these are the complex facts, not easily conformable to any 
large social speculation, and illustrating rather the irregularity 
than the simplicity of the play of economic and social forces. 

A still more fanciful use is made of the supposition of united 
action by the capitalist and land-owning bodies, when the 
Civil War is explained as “a desperate effort on the part of 
the capitalists to subdue free trade and slavery, that increased 
the land rent, which in its rapid development began to under- 
mine the profits of capital.” This, so far from describing “the 
most probable cause of the war,” is curiously at variance with 
the real situation. If there was any consensus of opinion and 
pressure among the capitalists of the North, it was in favor of 
compromise and of avoiding the war; while the land-owners 
might be accurately described, not as a united body fighting in 
behalf of rent, but as divided into two great hostile camps, 
North and South, struggling for the unoccupied territory of 
the West. 

Less obviously distorted, and yet as little true to the facts 
of the case, is the explanation given of the maintenance of pro- 
tection during the period that followed the Civil War. The 
cause of the long high-tariff régime lies, we are told, in the 
throes of capitalism, in its endeavor to escape from the conse- 
quences of excessive accumulation. This has led to excessive 
production, to chronic depression, to combinations and trusts 
as means of keeping up profits, and lastly to protection for the 
same end. Here is a tempting generalization ; but how much 
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of it would remain after a detailed examination of the course 
of tariff legislation from 1865 to 1894? Those who regard 
protective duties as devices solely for transferring money from 
one man’s pocket into another’s will doubtless go a good way 
with Professor Rabbeno ; and those who look upon our customs 
acts as simply a series of cunning manipulations of legislation 
in the interest of designing manufacturers will believe him to 
be in the right as to the source which has controlled legisla- 
tion. Heaven knows that there has been enough of interested 
pressure and wrongful profit. But it has certainly not been 
the capitalist class as a body that has exercised the pressure ; 
nor has patriotic spirit or popular support been lacking among 
the protectionists. Cause and effect are inverted in Professor 
Rabbeno’s interpretation. It is the existence of a strong pub- 
lic opinion in favor of protection that has enabled private 
interests to secure their gains, not the pressure of private 
interest which has established the protective system. 

How the public opinion on which the protective system has 
rested was begun and maintained, may not be easy to explain 
in simple terms. The accidents of history, the upheaval of - 
the Civil War, the unexpected turns and incongruous results 
of party politics,— these may explain some parts of our recent 
tariff history. The natural predilection of the average man 
for what is supposed to be more especially “native” industry, 
and the difficulty in following the reasoning which has led 
most economists to adhere to the general principle of free 
trade, are also to be considered. Some substantial benefits 
from protection, real though exaggerated, have played their 
part. It is tempting to find large explanations for large phe- 
nomena, and to apply a general philosophy of history to a 
great sweep of events; and there is a disappointing air of giv- 
ing the problem up, when we can only refer to several discon- 
nected causes for the explanation of such an apparently simple 
phenomenon as the thirty years of high protection in the 
United States. But it is doubtful if the facts justify any 
larger speculations. Here, as in other parts of economic 
history, we find, at all events in the present state of our 
knowledge, so much that is irregular and irreducible to law 
that we must be sceptical as to any sweeping philosophy. 
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Certainly, it is difficult to find in the tariff history of the past 
generation evidence of “a gigantic struggle between capital- 
ism and landed property, between profits and rent.” Such a 
struggle Professor Rabbeno thinks he discerns. The Repub- 
licans are the protectionists, standing for capitalism, while the 
Democrats are the free-traders, standing for the landed inter- 
est, both being indifferent at bottom to the laborers. This 
interpretation could hardly occur to any one but a foreigner, 
for whom the twists and turns of American politics must be 
almost impossible to follow. It is conceivable (to refer to 
another of our author’s generalizations) that the rapid accu- 
mulation of capital and the increasing intensity of domestic 
competition may have had their share in bringing about both 
the drift to consolidation and monopoly, and the recurring 
demand for protection against foreign competitors. But the 
vast struggle between profits and rent is surely a myth, and 
the maintenance of protective policy does not have its chief 
significance in any deep vortex of social forces. 

The source of these larger speculations is not far to seek. 
Professor Rabbeno, in an inaugural address delivered on as- 
suming the chair of economics at the University of Modena, 
professed himself a disciple of his distinguished associate in 
Padua, Professor Loria. That eminent scholar has set the ex- 
ample both of bold generalizations in economic history and of 
the application of some large theorems to the explanation of 
American economic history. The marks of his influence are 
to be seen in the general trend of Professor Rabbeno’s reason- 
ing on questions of principle, and appear even more clearly 
in those speculations on the social significance of American 
tariff history which have been commented on in the preceding 
paragraphs. The boldness and brilliancy of Professor Loria’s 
work, and the suggestiveness and ingenuity of his generaliza- 
tions, not unnaturally tempt to emulation. But it may be 
doubted whether the keys to the understanding of the indus- 
trial development of the United States have been found by 
either the leader or the disciple. Soberly considered, the 
facts are intricate, and show the action of divergent and irreg- 
ular forces. They justify few of the sweeping generalizations 
which underlie the discussion of the two Italian philosophers. 
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It would appear, therefore, that, as to the fundamental prob- 
lems of international trade, and so of free trade and protection, 
we gain little from the present volume. The essence of the 
author’s attitude towards the protective controversy is that it 
presents only a phase of a larger social struggle; and for this 
general result the facts, soberly and attentively considered, 
give no warrant. Doubtless, the question of free trade or 
protection often touches social questions. It did so in the 
corn-law battle in England, and in the position of the slave- 
holding South in the United States. It does so in the agra- 
rian agitation which has appeared in Germany in our own 
day. But, in the main, the controversy is concerned with the 
production of wealth rather than with its distribution; with 
the direction which the productive forces of a country as a 
whole shall take, rather than with the share in the general 
output which shall go to one or another of the social classes, 
It is from the first point of view that we are likely to get the 
most instructive and workable results from investigations of 
tariff history. This is not the point of view taken, in the 
main, by Professor Rabbeno; and hence, in the opinion of the 
present writer, he has contributed little to the essential philos- 


ophy of the subject. F. W. Tavssie 
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Proressor Boum-BaweErx’s contributions to the columns 
of this journal, in answer to American critics of the positive 
theory of capital, have been interrupted by his temporary 
assumption of the office of minister of finance in Austria. A 
political crisis in that country led ‘to the formation of a min- 
istry, composed of officials standing outside the parliamentary 
circle, in whose hands the conduct of affairs was put during 
a period of deliberation and uncertainty. We understand 
that the service with which the distinguished economist was 
then honored has come to an end, and that further contribu- 
tions from his pen to the literature of his subject may again 
be looked for. 


Dr. J. H. Hottanper, of Johns Hopkins University, pro- 
poses to edit for the British Economic Association the corre- 
spondence of Ricardo with J. R. M’Culloch, and with 
Hutchens Trower, a London stock broker and Surrey land- 
owner. There are some fifty letters to M’Culloch, and some 
twenty-five to Trower. Dr. Hollander would be glad to hear 
of other letters of Ricardo’s in private hands. 


Amone recent and forthcoming publications we note a 
number of new books and new editions which will interest 
the student of economics. Professor Giddings promises The 
Principles of Sociology ; Professor Clark, The Distribution 
of Wealth, in two volumes; Professor Seligman a volume 
of Essays in Taxation; Professor Henry C. Adams, The 
Science of Finance; while Professor Bascom has published 

A second revised edition has been published of Professor 
Bastable’s Public Finance. A third and also revised edi- 
tion of the first volume of Professor Marshall’s Principles 
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of Economics is in press, and may be expected shortly. 
Professor Sidgwick has in preparation a third edition of his 
Principles of Political Economy ; and Professor Philippovich 
has similarly in preparation a new edition of his Grundriss 
der politischen Oekonomie. 


Tue first number of the American Journal of Sociology 
appeared in July of the current year, the second in September. 
Six numbers a year are promised. The Journal, it is an- 
nounced, will not be the “organ” of any school of sociological 
opinion; and the first issue states that “the cardinal prin- 
ciple of editorial policy will be insistence that the relation 
of details to the whole plexus of societary activities, past, 
present, and future, shall be the fundamental consideration in 
all the contents of the Journal.” Professor Albion W. Small 
is editor; and the second number prints a list of advising 
editors, American and foreign. The Journal is published by 
the University of Chicago; and subscriptions ($2.00 a year 
for the United States, $2.50 for foreign countries) should be 
sent to the University of Chicago Press. 


Tue resignation of Professor E. W. Bemis from the Uni- 
versity of Chicago has been the occasion of abundant comment 
in the public press, and of some sober reflection in academic 
circles. It has been freely stated that Professor Bemis’s res- 
ignation was asked for because his views on some questions 
were not acceptable to the authorities of the university, and, 
more especially, were obnoxious to rich men who had given 
generously to the institution. His opinions on the policy 
of municipal ownership or control of public works, on the 
evils of private management, and on the expediency of en- 
couraging labor organizations,— opinions which were avowed 
freely before and after the assumption of his post at Chicago,— 
are now alleged to have proved objectionable to benefactors 
of the university, and so to have led to his virtual dismissal. 
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To these statements President Harper, at a public function 
on the first of October, made a strong and explicit denial. 
In the University of Chicago “there has never been an occa- 
sion for condemning the utterance of any professor on any 
subject, nor has objection been taken in any case to the teach- 
ings of a professor.” There have been occasions when the 
President deemed it wise to consider the methods of a given 
instructor, but “in reference to particular teachings” no 
interference has been attempted. Further, no donor has ever 
sought “by word or act, directly or indirectly, to control or 
influence the policy of the university in reference to the teach- 
ings of its professors in the departments of political economy, 
history, political science, or sociology.” And, lastly, this 
strong statement is made by way of emphasizing the policy 
that “in a university, as distinguished from a college,” there 
should be “the largest possible freedom of teaching.” 

Such an explicit statement might be expected to set in satis- 
factory light those aspects of the case with which the public 
has a right to concern itself. It may indeed be remarked 
that there can hardly be any solid ground, under the existing 
conditions of higher education in the United States, for the 
suggested distinction, in the matter of academic freedom of 
utterance, between college and university; and that it is not 
clear how much is covered by this qualification of the general 
principle. But, so far as the particular case is concerned, the 
denial of the charge is certainly meant to be explicit, and the 
whole matter is expected to be definitively set at rest. 

Unfortunately, Professor Bemis still believes that he has 
reasons for a different understanding of the case, and has 
given to the public a statement of those reasons. He still 
believes that his withdrawal from the university was caused 
by the opinions he has professed. In a statement given to 
the press, he quotes from a letter of President Harper’s, 
which speaks of “peculiar circumstances here” and the 
“environment” in Chicago, and is supposed by Professor 
Bemis to point to his specific teachings. He quotes from 
another letter in which President Harper, referring to a 
public address by Professor Bemis, proposes that “during 
the remainder of your connection with the university you 
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exercise great care in public utterances about questions that 
are agitating the minds of the people.” In conversation 
President Harper is alleged to have spoken favorably of 
Professor Bemis’s academic work, but to have remarked that 
“the general situation is against you here.” The accuracy 
of recollections of oral statements, however, must always 
be uncertain; and a different version may come from the 
other side without conscious misstatement of the facts by 
either party to the conversation. 

Here, somewhat inconclusively, it would seem that the 
matter will rest. Two men, equally entitled to credence, have 
very different understandings of the mode in which a subject 
all-important in their relations to each other has been treated 
in conversation and in correspondence. It may be hoped, at 
least, as the outcome of the whole, that the vital principle of 
academic freedom, on which both speak with equally unflinch- 
ing tone, may not again need to be affirmed at the University 
} of Chicago, or at any college or university in any quarter. 
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